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SOME SHORT-RUN RELATIONSHIPS BETWEEN 
CHANGES IN THE QUANTITY OF MONEY, 
THE NATIONAL INCOME, AND 
INCOME VELOCITY 


WILLIAM L. MILLER 
Alabama Polytechnic Institute 


I 


This article deals with the direction of short-run variations in the quantity of 
money (M), the amount of active money (Mj), and the hoard (M:) which accom- 
pany changes in the net national income (Y) and with short-run changes in the 
income velocity of M, (C;) as indicated by Y/M, and the income velocity of M 
(C) as indicated by Y/M.' My, Me, C; and C are defined in terms of the net 
national income at market price (Y1) because it is desired to associate them as 
nearly as possible with variations in output attributable to specific years. How- 
ever, the empirical evidence is largely in terms of the net national income at 
factor cost (Y2). The reason is that data on Yi are lacking or that data on Y2 
are available for more extended periods for Australia, Canada, France, Germany, 
and the United States. For Sweden and the United Kingdom data on Y, are 
employed. Supplementary use of income payments to individuals (Y3) is made 
in the case of the United States. In the treatment of the statistics the symbol 
Y will be used to indicate national income without specifying whether reference 
is had to Yi, Ye, or Y3. Statistical data for each country are included in the Ap- 
pendix and embrace a part or the entirety of the period 1913-43, the span covered 
in the monetary investigations of the League of Nations. 

M includes anything which meets the following requirements: (1) It can be 
used at a given point of time to transfer goods and services without being first 
converted into anything else. (2) It can be used at a given point of time to 
transfer value from the present to the future. This function is inherent in any 
medium of exchange, for money must serve as a store of value until it is spent 
or it ceases to be money. Nevertheless, money’s role as a store of value must be 
emphasized because except during periods of severe and rapid inflation money 
is to a considerable extent held solely as a store of value and not for the purpose 
of making planned outlays. (3) It is not in the hands of institutions whose chief 
function is the creation of money. The inclusion of currency in the hands of the 
banks and interbank deposits would logically compel the inclusion of the entire 
potential of these institutions for creating money as a part of M. This definition 


1 For a history of the concepts of income velocity see Arthur W. Marget, The Theory of 
Prices, I, especially pp. 356-413. 
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excludes from M time and savings deposits in commercial banks and savings 
deposits in savings banks,’ currency in the hands of commercial and central 
banks, interbank accounts, and checks in the process of collection. Unused 
overdraft privileges are also excluded. These omissions leave the sum of outside 
currency, adjusted demand deposits, and bank drafts in the hands of the public 
as the best indication of the size of M under most circumstances.* 

The separation of M into M, and M,; is based upon two considerations: (1) 
The rate of flow of M;, is generally predictable whereas the flow of a large part 
of Me is irregular.‘ (2) M, consists of the part of M the owners of which plan to 
spend it in such manner as will contribute to the production or the consumption 
of Y,. M: consists of the part of M which is not held for this purpose. This second 
consideration is largely derived from the first, but a part of M2 flows at a regular 
rate though not in income-generating spheres. 

In this paper M; is understood to include (1) monetary balances which con- 
sumers hold to meet planned outlays for goods and services which will represent 
a part of Y,; (2) monetary balances held by business firms and governments to 
meet planned outlays which will not involve net capital consumption on their 
part or on the part of supplying firms, and which will not lead to the flow of 
money out of the economy or the use of money in financial circulation or for 
effecting transfer payments. Net capital consumption occurs if the capacity of 
business firms to supply goods and services is diminished. 


2 It is true that time and savings deposits serve as a store of value and generally that 
they are not owned by agencies whose chief function is the creation of money. However, 
they are not generally subject to check. 

To this last rule the time and savings deposits of the Canadian commercial banks are 
to considerable extent exceptions. One writer has argued that in 1930 a third of the time 
and savings deposits of Canadian commercial banks should have been considered demand 
deposits since they were actually subject to check. See H. Mitchell, ‘“‘The Rate of Turn- 
over of Bank Deposits in Canada,” Journal of the Canadian Bankers’ Association, Jan. 
1930, pp. 162-168. 

Not only are time and savings deposits generally not subject to check but also usually 
only a small percentage of them are annually converted into money. For example, see the 
following: John M. Keynes, A Treatise on Money, I, 37-38; Karin Kock, A Study of Interest 
Rates, p. 77; Helmer Sten, The Post-War Development in Swedish Commercial Banking, 
ry p. 4; E. Ronald Walker and R. M. Beecroft, ‘‘Changes in the Stock of Australian Money,” 
4 The Economic Record, Dec. 1941, p. 213; Weldon Welfing, ‘‘Some Characteristics of Savings 
ae Deposits,’’ The American Economic Review, Dec. 1940, p. 748. 

3 This concept of M is in common use. For examples of similar viewpoints see James 
W. Angell, op. cit., pp. 53-66 and Lauchlin Currie, The Supply and Control of Money in the 
United States, pp. 10-24. 

Outside currency is the amount of currency issued and not retired less the amount in 
the hands of the commercial and central banks. Adjusted demand deposits is the sum of 
deposits subject to check including government deposits and giro accounts less interbank 
accounts and checks in clearing. The Federal Reserve authorities do not include govern- 
ment deposits in their computation of adjusted demand deposits in the United States. 

4 For representative reasoning that the rate of flow of M;, is usually regular, at least in 
the short-run, see James W. Angell, op. cit., pp. 138-148; John M. Keynes, op. cit., I, 244- 
257, II, 20-48 and The General Theory of Employment Interest and Money, p. 201. These 
sources likewise deal at some length with the irregularity in the flow of M:. Their authors 
do not, of course, use the definitions of M; and M; employed in this paper. 
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Mz is one source of M; as well as one end product of M;. Mz is of varied com- 
position as the following numbered paragraphs indicate: 

(1) Me includes savings by individuals which have not as yet passed into the 
hands of investors but are held in the hands of individuals or are in financial 
circulation.® There are several reasons why these monetary savings have not 
been passed on to investors. First, savers may be unable to turn over their funds 
to investors except in certain sums of minimum size. Sometimes a period of time 
must elapse before an individual’s savings reach this minimum. Second, indivi- 
duals may plan to use their savings to retire debts to commercial banks, to buy 
time deposits from a commercial bank, to purchase foreign exchange, or to pur- 
chase other non-monetary assets from the commercial banks. Third, business 
men may simply have no investment planned. Fourth, even if business men have 
investment planned, they may not offer or may not be able to offer such terms 
as will induce individual savers to part with their funds. For this reason, savers 
may have precautionary or speculative grounds for withholding their funds. 
Fifth, the commercial banks may require their customers to maintain minimum 
balances. This factor would be operative only if and when the minimum had 
not been obtained because of other factors. Sixth, the monetary savings may 
still be in the hands of savings banks, insurance companies, and the like because 
passage of funds through these institutions requires time, because these institu- 
tions may want to use the money in financial circulation, and because they may 
have precautionary and speculative reasons for holding money. Seventh, the 
money may be involved in financial circulation in some other way than indicated 
previously in this paragraph. 

(2) Individuals’ balances which are not a part of Mz for some other reason 
should be considered a part of M, if they will subsequently be taken from the 
individuals and used to effect transfer payments. When the transfer payment is 
completed, the money involved becomes a part of M, or continues as a part of 
M2. 

(3) All money which consumers plan to spend for consumable goods will not 
go to purchase goods and services composing the net national income at market 
price. A part of it will go to buy imports and another part will at times be used 
to obtain goods provided by firms through net capital consumption. Such funds 
constitute a part of Me. 

The concept of net capital consumption presents difficulties, particularly in 
connection with technological advance.® In the absence of technological change, 
it is reasonable to look upon capital as a fund of value expressed in terms of 
monetary units of constant worth and to regard any diminution caused by de- 
preciation as net capital consumption. During cyclical downturns net capital 
consumption in this sense is likely to occur for the economy as a whole. It is 
likely to be quite widespread during wartime in industries producing for normal 
peacetime needs when the flow of materials for replacement is curtailed. Net 


5 The term “financial circulation”’ is used to denote the tying up of money in the trans- 
fer of debts, titles, and claims which exchange is not connected with the direct transfer of 
funds to a person or firm planning investment or consumption. 

® See F. A. Hayek, The Pure Theory of Capital, pp. 299-305. 
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capital consumption in this sense could result if labor unions became sufficiently 
strong and shortsighted as to force wages up so high as to prevent replacement. 
Regardless of their origin funds which will be used by consumers to purchase 
goods made available through net capital consumption by firms are a part of 
the hoard from the standpoint of the net national income at market price. 

In the foregoing circumstances the capacity of the business firms to turn out 
goods is being diminished. Let us suppose that the capacity of the firms to pro- 
duce goods is being maintained but that because of technological advance the 
monetary value of the capital instruments diminishes. Under this circumstance 
business firms would hoard in that they would take in more funds than they 
would pay out unless they did one or a combination of the following things: 
(a) reduce the price of the goods which they sell, (b) increase their payments to 
the owners of the factors of production, (c) maintain the value of capital at its 
old level in terms of monetary units of constant value or increase it above this 
level. However, even though business firms may add to M2 as a consequence 
of technological change, no part of the balances which consumers plan to spend 
for domestic consumables need be considered a part of Mz if the capacity of 
business firms to turn out goods and services is at least being maintained. 

(4) Money in the hands of business firms and other institutions except those 
creating money is a part of Mp in so far as it falls into the following categories: 
(a) the present holders have no plans for its expenditure; (b) plans for its ex- 
penditure exist but use of the funds will result in net capital consumption on 
the part of the holders or of some other firm or firms; (c) the funds are or will 
be employed by their present owners in financial circulation; (d) the funds are 
destined to be used to buy foreign goods and services or to buy foreign held 
domestic securities or to make investments abroad; (e) the money is currently 
being used to effect transfer payments. 

Mz is the residue of the flow of funds into and out of it. Funds flow into Mz 
through (1) saving by individuals which initially takes a monetary form, (2) 
the deliberate or unconscious setting aside of funds by consumers for the purchase 
of goods and services which are imported or which are made available through 
net capital consumption in the sense of a diminution in the capacity of firms to 
supply goods and services, (3) the acquisition by business firms and other insti- 
tutions of monetary balances, hitherto in the active category, for which they 
do not have plans to spend, which they plan to use in financial circulation or to 
buy imports, or which they plan to spend in such manner as will reduce the capac- 
ity of other firms or institutions to turn out goods and services in the future, 
(4) the reduction of M; through taxation for the purpose of effecting transfer 
payments, (5) the borrowing of money from the commercial banks by the opera- 
tors on the financial markets, (6) the creation of new money for financing imports, 
for investment abroad, and for financing transfer payments. Money flows out of 
M2 by being reinjected into the economy as M, and by passing out of the economy 
through the retirement of debts to the commercial banks or the purchase of 
non-monetary assets from the commercial banks, such as time deposits, securi- 
ties, and foreign exchange or by being sent abroad without conversion. 
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II 


Conceivably M; or M may move in any direction or not at all as Y; rises and 
the same holds when Y; falls or remains unchanged. 

Assume first that Y, rises. When Yj rises, it is to be expected that, as a rule, 
M;, will increase also. The factors which operate to bring about an expansion 
in M, as Y; rises are of two types. One type consists of factors which are generally 
operative and are (1) the usual comparative short-run stability of Ci, (2) the 
existence of monopolistic powers, and (3) the possibility of increasing M,. The 
factor sometimes operative is that of political expediency in the selection of the 
methods by which governments obtain funds and of political expediency on the 
part of the governments in promoting the interests of certain groups in the 
economy. 

C, is subject to stabilizing and destabilizing influences, but in general those 
making for short-run stability are believed to be dominant. The determinants 
of C, are the degree of vertical integration of industry, the frequency of payments 
between firms and between firms and the owners of the factors of production, 
the lengths of the receipt-expenditure periods which are the lengths of time over 
which individuals and firms hold active balances before their expenditure, and 
the degree of overlapping or the degree of continuity in the producer-consumer- 
producer cycle.’ At a given instant of time and, in the absence of severe and 
rapid inflation, over periods of considerable length the frequency of payments 
is comparatively fixed by customs, business practices, and sometimes by law. 
Once a society is adjusted to daily or weekly wage payments, monthly payment 
of rents and salaries, and quarterly and annual payment of dividends, these 
are usually modified slowly if at all. The frequency of payment and the lengths 
of the receipt-expenditure periods are, of course, mutually determining. The 
degree of the integration of industry and the degree of overlapping are not likely 
to show marked year-to-year changes under usual circumstances. 

Some short-run changes in C; are to be expected, however. During a severe 
and rapid inflation the frequency of payments and the extent of the vertical 
integration of industry are likely to increase.’ Some fluctuations in C, doubtlessly 
occur during cyclical fluctuations and primarily for two reasons. First, the 
willingness of bankers and others to lend varies with the stages of the business 
cycle. During periods of cyclical expansion, the increased willingness of bankers 
and others to lend probably reduces to some extent the relative size of the active 
balances held by business men. During periods of cyclical contraction the will- 
ingness to lend diminishes and this decline probably helps to cause a rise in the 
relative size of active balances held by business men. Second, if money in the 


7See James W. Angell, ‘‘The Components of the Circular Velocity of Money,” The 
Quarterly Journal of Economics, Feb. 1937, pp. 224-271; Howard S. Ellis, ‘Some Funda- 
mentals in the Theory of Velocity,” ibid., May 1938, pp. 431-471. 

8 For the consideration of the increased frequency of payments and the growth in the 
integration of industry resulting from the German inflation during the early 1920’s, see 
C. Bresciani-Turroni, The Economics of Inflation, pp. 203, 208, 215 and Frank D. Graham, 
Exchange, Prices and Production in Hyper-Inflation: Germany. 1920-1923, pp. 93-94. 
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hands of business men with plans for new investment becomes income at a 
rate different from active money in the hands of others, C,; may fluctuate with 
the level of net investment, but presumably fluctuations attributable to this 
source are minor.’ The presumption seems to lie in favor of the proposition 
that C, is basically stable in the short-run and in the absence of se vere and rapid 
inflation. Relative stability of C, is one reason why M; can be expected to in- 
crease as income expands. 

If, as the classical economists and their followers think, a reduction in M; or 
an increase in production with M, remaining constant would simply reduce 
money prices, then it would be possible for an increase in real output to occur 
without an expansion in M, even though C; remains constant and even though 
cost-reducing techniques are not introduced. When, however, many contracts 
are fixed in monetary terms and when considerable rigidity of prices results from 
the inertia of monopolistic firms, the fear that price reductions will result in 
the postponement of purchases by customers in anticipation of further reductions, 
the fear on their part that price cuts will induce similar actions by competitors, 
and the failure of the prices of factors entering into marginal costs to fall because 
of monopolistic elements in factor markets, a reduction in M, brings about a 
curtailment of real output, and an increase in M; is needed to facilitate an in- 
crease in real output. 

Often it is actually, or apparently, expedient politically to increase M, beyond 
what would be required on the basis of the comparative stability of C; and the 
rigidity of prices. The most important instance occurs in connection with deficit 
financing by governments under circumstances of full employment. Under con- 
ditions of full employment inflation is a device for reallocating the output of 
the economy. Of course, this reallocation could be accomplished by means of 
taxation, but several interest groups stand or feel that they stand to gain from 
inflation. Inflation causes some incomes to increase faster in monetary terms 
than others. In the event that fixed monetary outlays constitute a large part 
of the expenditures of the government, many taxpayers gain when these fixed 
monetary outlays are reduced in real terms through inflation. In connection 
with government expenditures, Colin Clark, taking the cue from Keynes, has 
advanced some statistical evidence to indicate that in non-totalitarian states 
“once taxation has exceeded 25% of the national income (20% or less in certain 


® This conclusion would seem to follow in part from the fact that only a comparatively 
small part of the national income is usually represented by net investment and that any 
changes in C, which would result from this source would be attributable to the rate of 
change in net investment. For Germany the percentages of the net national income at 
factor cost represented by net investment were 9.3 for 1928, 7.65 for 1934, 8.85 for 1935, 
and 11.55 for 1936. See Samuel Lurie, Private Investment in a Controlled Economy: Germany. 
1933-1939. p. 38. In the United States the corresponding percentages were 8.2 for 1924, 12.5 
for 1925, 11.5 for 1926, 12.0 for 1927, 9.4 for 1928, 12 for 1929, 5 for 1930, —10.3 for 1932, 
—8.8 for 1933, —6.5 for 1934, .7 for 1935, 5.9 for 1936, 6.5 for 1937, .9 for 1938. See Simon 
Kuznets, National Product since 1869, p. 54. 

10 Hssays in Persuasion, pp. 105-117. 
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countries), influential sections of the community become willing to support 
depreciation of the value of money... .’”! ; 

In order for M; to increase, on the assumption that additional M, is not 
forthcoming from M2, there must be no restrictions on the agencies supplying 
money which will prevent their making available the additional M;. Commonly 
restrictions take the form of reserve requirements. However, commercial banks 
commonly have excess reserves or can procure additional reserves from the 
central bank. Since 1929, the first year in which data are available, the member 
banks of the Federal Reserve System as a whole have been in possession of 
excess reserves.” In the event that reserve restrictions are effective and operate 
to hinder the creation of desired additional money, reserve requirements are 
reduced, the reserve is revalued upward, or the reserve system of limiting M 
is abandoned altogether. Witness the abandonment and modification of the 
gold standard after 1914." 

For these reasons it is to be expected that M, will usually expand as the 
national income increases. Exceptions would result from an increase in C). 

Unless increments of M; are derived in part from M, and only from the crea- 
tion of new money to an extent just sufficient to offset the flow of money out 
of the economy, M will increase along with M,. Unless M: is relatively large at 
the outset of a cyclical expansion and unless the return of optimism is sufficiently 
widespread to cause the release of M2 to an extent sufficient to supply needed 
additions to M,, M will rise as a consequence of new lending by the commercial 
banks or the creation of money by the central bank or the governmental treasury. 

How do these propositions bear up when tested statistically? Mi cannot be 
measured from published statistics except by resort to guesswork.“ The same 
must be said about M in some countries. However, workable approximations to 
M for the selected countries are contained in the Appendix. The Appendix 
provides 124 cases in which the annual movements of M can be compared with 
year-to-year variations in Y. Of these 124 cases, 88 represent occasions of rising 
Y, and, of these 88, 71 are instances in which both M and Y were rising.'® Thus, 
when Y was rising, only in 17 out of 88 cases did M move in a contrary manner 


11 “Public Finance and Changes in the Value of Money,’’ The Economic Journal, Dec. 
1945, p. 380. See also Colin Clark, ‘“The Value of the Pound,” zbid., June 1949, pp. 198-207. 

12 Board of Governors of the Federal Reserve System, Banking and Monetary Statistics, 
p. 368; The Federal Reserve Bulletin, Aug. 1945, p. 785, July 1949, p. 803. 

18 For example, see R. G. Hawtrey, The Gold Standard in Theory and Practice, pp. 87- 
157; Edwin W. Kemmerer, Gold and the Gold Standard, pp. 107-132. 

4 James W. Angell has estimated the quantity of active money in the United States for 
each year during 1899-1939. See his Investment and Business Cycles, pp. 337-340. As Angell 
indicates, his estimates are of necessity somewhat arbitrary. For other countries whose 
monetary data are available for shorter periods than is the case for the United States, the 
degree of arbitrariness would be greater. 

18 The 71 instances were distributed as follows: Australia, 7 (1929, 1934-38, 1940); Canada, 
11 (1927-28, 1934-37, 1939-43); France, 11 (1922-29, 1936-38); Germany, 4 (1929, 1934-36); 
Sweden, 9 (1919, 1927-29, 1933-36, 1939); the United Kingdom, 9 (1933, 1935-37, 1939-43) ; 
the United States, 20 (1916-20, 1923, 1925-29, 1934-37, 1939-43). 
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What accounts for the 17 deviations from the norm? If C,; remains constant, 
M will decline when Y increases under one circumstance. This circumstance is 
that at the outset of the rise in Y, Mz is of such relative size that a reduction of 
it will supply the additional active money needed and at the same time to allow 
money to pass out of the economy to an extent sufficient to reduce M.'* 

It is possible, then, to show analytically and to indicate statistically that M 
will usually rise but may well fall as Y; increases. Conceivably just enough of 
the hoard might be converted into active money or C; might rise fast enough, 
so that M would remain constant as Y; rises. The data in the Appendix afford 
no examples of such development, which is an unlikely occurrence. 

Assume now that Y; falls. On the assumption that C; remains unchanged, 
M, will diminish with Y;. Whether or not M will decline depends in part on the 
nature of the monetary system. If M is rigidly fixed as would tend to be the case 
if gold coins of given weight and fineness constituted the monetary stock, M 
would remain constant, barring its export, despite the decline in Y;. When the 
bulk of M originates in bank loans, M could conceivably remain fixed as Y; 
declines. Such might be the case if the money rendered redundant by the decline 
in Y; falls into the hands of people who do not wish to spend for consumption, 


16 The 17 cases were distributed as follows: Australia, 2 (1928, 1933); Canada, 1 (1929); 
France, 1 (1921); Germany, 1 (1933); Sweden, 5 (1920, 1923-26), the United Kingdom, 5 
(1925, 1927, 1929, 1934, 1938), and the United States, 2 (1915, 1922). 

In 7 of these cases (Australia in 1928 and 1933, Sweden in 1920, the United Kingdom in 
1927 and 1929, and the United States in 1915 and 1922) the passage of money out of the 
economy through an increase in the time deposits in commercial banks was great enough 
to offset the decline in M. (Board of Governors of the Federal Reserve System, Money and 
Banking Statistics, p. 73; League of Nations, Memorandum on Commercial Banks, 1913-29, 
pp. 90-91, 297, Money and Banking, 1936/37, II, 52, 139, 1938/39, II, 172-179; E. Ronald 
Walker and R. M. Beecroft, op. cit., 214, 216.) In three other instances (Sweden in 1926 
and the United Kingdom in 1925 and 1929) the rise in time deposits in commercial banks 
provided a partial offset to the decline in M. 

Sweden furnishes the most extended period (1923-26) over which M declined as Y rose. 
A special combination of circumstances seem to have produced these results in Sweden. A 
relatively large M2 was built up in Sweden during World War I as is indicated by the decline 
of C from 5.81 in 1913 to 3.60 in 1918. The depression of 1921-22 did not dissipate M2, so 
that when recovery set in with gradually falling prices (League of Nations, Statistical Year 
Book, 1926, p. 176, 1929, pp. 239, 243) and gradually rising interest rates (Karin Kock, 
op. cit., pp. 249-252) the owners of the hoard were reluctant to release it. However, enough 
of it was released to permit Y to rise and to allow for a gradual retirement of debts to the 
commercial banks (League of Nations, Memorandum on Commercial Banks, 1913-29, pp. 
246-247). In addition, the fact that Sweden became a capital exporting country during 
this period probably helped to contribute to the decline in M (Arthur Montgomery, How 
Sweden Overcame the Depression, pp. 22-23). 

The decline in M in Germany during 1933 was doubtlessly due largely to the retirement 
of bank debts, a process facilitated by Nazi efforts to increase employment (Samuel Lurie, 
op. cit., pp. 93-95). 

This leaves a residue of 3 cases (Canada in 1929, Sweden in 1920, and the United King- 
dom in 1929). These may well be the result of defects in the statistics used. The computa- 
tion of C by use of monetary data as of given days and income data for years may not 
reflect cyclical turning points. 
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who do not wish to lend and invest, who do not owe the commercial banks, and 
who elect to hold their savings in the form of money. The assumption that M 
will not decline contains the further assumption that there are no bank failures 
or at least that the deposits of the insolvent banks are not removed from M. 
In truth, the removal of all such deposits from M is arbitrary, for deposits in 
insolvent banks seldom disappear completely and forever. 

As a general rule, it is to be expected that M will decline as income falls. The 
reason is that some of the preexisting M2 and some of the former M, now freed 


by the diminution of Y; will be used to retire bank debts or will otherwise flow 
out of the economy. 


In appropriate circumstances M may increase as Y diminishes in amount. 
The most likely occasion for such a development would be in connection with 
deficit financing by government when newly created money is paid by the govern- 
ment into the hands of people with a low marginal propensity to consume, with 
no desire to lend, and with no debts to the commercial banks. Less often a rise 


in M while Y; is declining may result from the conversion of time deposits in 
commercial banks into money. 


The Appendix furnishes 36 cases in which variations in M can be compared 


with a declining income. In 20 of these both M and Y declined but in 16 cases 
Y declined while M rose.” 


There are no instances in the Appendix in which Y remained the same for a 
period of two or more years. Even were such a circumstance to obtain, M might 
move in any direction or not at all. Since the factors which would govern these 


17 The 20 instances in which Y and M declined together were distributed as follows: 
Australia, 2 (1930-31); Canada, 2 (1930, 1932); France, 3 (1932-33, 1935); Germany, 3 (1930- 
32); Sweden, 3 (1921-22, 1931); the United Kingdom, 1 (1931); the United States, 6 (1921, 
1930-33, 1938). The most important reason for the decline in M was in most cases the re- 
tirement of bank debts. In 2 cases (Australia in 1930 and Canada in 1932) time deposits in 
commercial banks increased but by a smaller amount than the decline in the quantity of 
money. In the case of Germany and France in particular the declines were aggravated by 
the flow of funds abroad. For Germany see in this connection, Samuel Lurie, op. cit., pp. 
92-95 and Federal Reserve Bulletin, Oct. 1933, p. 598, Aug. 1934, p. 510. For France see 
Pierre Dieterlin and Charles Rist, The Monetary Problem of France, p. 2 and Federal Reserve 
Bulletin, Aug. 1934, p. 509. 

The 16 instances in which declines in Y were accompanied by increases in M were as 
follows: Australia, 2 (1932 and 1939); Canada, 3 (1931, 1933, and 1938); France, 3 (1930-31, 
1934) ; Sweden, 2 (1930 and 1932); the United Kingdom, 4 (1926, 1928, 1930, and 1932); and 
the United States, 2 (1914 and 1924). The rise in M in the United States during 1914 can in 
all probability be explained by better reporting which followed the introduction of the 
Federal Reserve System. Reference to the Appendix will indicate that the evidence on the 
United States in 1924 is doubtful. In Canada during 1931 and 1933 the increases in M were 
more offset by declines in the time deposits in commercial banks. See League of Nations, 
Money and Banking, 1936/37, I1, 35. The contrary movements in Australia, Canada, France, 
Sweden, and the United Kingdom were for the most part associated with increases in the 
public debt. For the behavior of the public debts of these countries, see United Nations’ 
Public Debt, 1914-46, pp. 15, 64, 133, and 147. See also D. B. Copeland, ‘Australian Bank- 
ing Policy in the Crisis,” The Economic Journal, Dec. 1932, pp. 584-587 and P. K. Debenham, 
“The Situation in France,’ ibid., pp. 383-388. 
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movements or lack of change are identical with those associated with upward or 
downward movements of Yi, they need not be considered anew. 

The movements of M are usually as one would expect, for generally they are 
in the same direction as Y;. However, contrary movements are frequent enough 
. to deserve emphasis. 


Even when variations of M are in the same direction as Yi, they are not 
generally in the same proportion. The Appendix contains data on the short-run 
movements of C. Except when specified otherwise, C, will be assumed constant. 
The main task of explaining year-to-year variations in C is assumed to be to 
account for changes in the ratio of M; to M or to explain changes in the relative 
size of Me. It is convenient to discuss the changes in C in terms of the changes 
in M. Accordingly, this section deals with three questions: (1) How does C vary 
when M is rising? (2) What changes does C exhibit when M is declining? (3) 
How does C vary when and if M remains unchanged? 

When M is increased, C may rise, fall, or remain unchanged." If for some reason 
Y;, rises faster than M, C must rise. A rise in C with M rising implies first of all 
an improvement in the state of expectations as to the future value of assets other 
than money. It implies further that the state of expectations is improving faster 
than M is being increased. With such an improvement in the state of expecta- 
tions goes a reduction in the length of time over which money remains in M2. 
People and business firms become more willing to invest domestically and abroad. 
Domestic investment causes money to flow from the hoard into active money. 
Investment abroad results in the passage of money out of the economy. An 
increase in domestic investment reduces the amount of hoarding in connection 
with net capital consumption by business firms. Perhaps transfer payments 
decline. The release of funds by some persons and firms enables others to retire 
bank debts. Even though this factor may not assume such proportions as to 
result in a decline in M, it does slow up the rate at which M is increased. 

A change in favor of assets other than money is likely to occur during a period 
of cyclical recovery and may extend into the period of cyclical expansion. A 
rise in C during recovery is more likely to occur when the government is not 
adding to M by deficit financing than when it engages in this activity. Probably 
C will not reach its potential maximum during a period of cyclical expansion 
even under the most favorable circumstances likely to exist. There are always 
factors making for expansion in the economy and factors making for contraction. 
Sometimes one set is dominant and sometimes the other. It is not to be expected 
that the inducement to invest will be uniformly strong throughout a period of 
cyclical expansion. This fact would indicate that the movements of C are likely 
to be irregular during the post-recovery phase of a cyclical expansion. During 
this post-recovery phase rises in C over a period of one, two, or three years will 


18 Though this statement like similar ones to follow is a platitude, an effort is made in 
subsequent discussion to give it content. 
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be followed, in all probability, by periods of similar lengths in which C will 
decline. 

Even though the government is increasing M by deficit financing, C will rise 
if the investment outlook is sufficiently favorable and/or if money passes out 
of the economy sufficiently fast. When because of the deficit a severe and rapid 
inflation results, the movements from money to other things become particu- 
larly marked. C, is likely to rise and the length of time over which money enter- 
ing the hoard remains there will be greatly reduced. 

In general, C will fall when circumstances make the holding of money the 
best available policy from the standpoint of the apparent self-interest of the 
owners of Mp. One situation in which C may fall as M rises is during a recovery 
driven by government deficits which give rise to additional money and which 
find the state of expectations improving perhaps, but not so fast as M is being 
increased. The failure of the state of expectations to improve at a more rapid 
rate may stem from the belief that the efforts of the government will be of a 
temporary nature or the fear that the increased governmental activity will be 
accompanied by growing regulation and higher taxes. During such recovery some 
of the newly created money will be used to retire debts or will otherwise flow 
out of the economy and will thereby be removed from the denominator of C. 
Indeed, it is possible for money to flow out of the economy at such a rate which, 
when coupled with such reinjections as occur, will lead to a rise in C in spite of 
the government deficit and a state of expectations which is only mildly favorable. 
More often enough of the newly created money will probably fall into the hands 
of people who save and do not owe the commercial banks but who, because 
the state of expectations is not sufficiently favorable, do not lend and invest. 
This factor together with other developments may well cause C to decline. One 
of these other developments is that net capital consumption by many business 
firms is likely to exist. Though net capital consumption by business firms is 
less widespread than during a period of cyclical contraction, it is in all probabil- 
ity of more importance than during recovery under other circumstances. Trans- 
fer payments may increase in volume and tie up money. Growing restrictions 
may cause international trade to rise less rapidly than domestic trade and prevent 
some flow of money out of the economy and the injection of some money into 
the economy as active money through exports. 

C may fall under conditions of full employment if the government operates 
at a deficit taking the forms which increase M and if it also imposes effective 
price and rationing controls, reduces the interest rate, and restricts private 
investment. Even if more spending is possible than actually occurs, the present 
owners may hold on to their funds awaiting more favorable outlets for lending 
and investment and a less restricted market for consumable goods, at lower 
prices it is hoped. Net capital consumption by some firms increases because of 
the impossibility or difficulty of carrying on replacement. Hoarding by consumers 
in connection with net capital consumption by firms increases. These circum- 
stances are likely to obtain during wartime. 

Stability of C requires that Yi increase at the same rate as M, assuming C; 
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to remain unchanged. Actual stability of C is not to be expected. However, 
during a period of extended prosperity it is possible that C may fluctuate for 
some time within rather narrow limits. 

The Appendix provides 124 instances in which year-to-year changes in M and 
Y can be compared with similar changes in C. Of the 124 cases 87 occurred when 
M was rising. Of these 87, 71 are cases when Y as well as M was increasing. 

In 31 of the 71 cases C rose with M and Y.'* 12 of these occurred during the 
cyclical expansion of the 1920’s when except for France augmentation of M 
through deficit financing was negligible. However, as will be noted subsequently 
statistical data indicate that C often declined during the 1920’s even when 
Y rose. 5 of the 31 took place during wartime, particularly during the early 
war years when government controls were apparently not of sufficient strength to 
effect a decline in C. 12 instances occurred during the peacetime expansion of 
the 1930’s, half of them in countries where government deficits were small or 
nonexistent. 

In 40 of the 71 cases C declined as M and Y rose.”° Of these 18 came in periods 
in which the investment outlook was unfavorable and in which several of the 
governments were running deficits. 15 more can probably be attributed to gov- 
ernment deficits and controls of wartime or in the case of Germany to the prep- 
aration for war. The remaining 7 for the most part came during the 1920’s. 

Finally in 16 cases C declined while M rose because Y was falling.” 


19 Of the 31 cases the 12 occurring during the cyclical expansion of the 1920’s were Aus- 
tralia in 1929, France in 1922-24 and 1929, Canada in 1928, Sweden in 1928-29, and the United 
States in 1923, 1926, and 1928-29. The 5 during wartime were Canada in 1940 and the United 
States in 1917-18 and 1941-42. The 12 of the expansion of the 1930’s were Australia in 1936 
and 1938, Canada in 1934 and 1937, France in 1937, Sweden in 1934-35, the United Kingdom 
in 1935 and 1937, and the United States in 1934 and 1936-37. The countries in which govern- 
ment deficits were small during these years of the 1930’s were Australia, Canada, and the 
United Kingdom. 

20 Of the 40 cases the 18 considered as falling in periods in which the investment outlook 
was unfavorable and in which several governments were running deficits were Australia in 
1934-35 and 1937, Canada in 1935-36, France in 1925-28, 1936, and 1938, Sweden in 1933 and 
1936, the United Kingdom in 1933 and 1936, and the United States in 1935 and 1939-40. 
France seems to have been in a quasi-depression state since the beginning of the century, 
for the per capita real income of that country appears not to have risen since the early 
1900’s. See Colin Clark, The Conditions of Economic Progress, p. 99. 

On the behavior of the public debts for these countries during these periods see United 
Nations’ Public Debt, 1914-1946, pp. 15, 34, 64, 133, 147, 150. Deficits in Australia, Canada, 
and the United Kingdom were small. However, deficits in other countries may have helped 
the balance of trade to become more favorable during these years. For data on the balance 
of trade of these three countries see League of Nations, Statistical Year Book, 1936/37, 
pp. 203, 205, 207-208, 211, and 213. Injections of money into these countries through an 
increase in exports may have contributed to a rise in the relative importance of the hoard. 

The 15 cases representing periods of war and preparation for war were Australia in 
1940, Canada in 1939, 1941-43, Germany in 1934-36, Sweden in 1939, the United Kingdom 
in 1939-43, and the United States in 1943. 

The residual of 7 cases included Canada in 1927, Germany in 1929, Sweden in 1927, and 
the United States in 1916, 1919, 1925, and 1927. 

21 See fn. 17. 
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Statistical data support the conclusions reached analytically. There are no 
examples in the Appendix to indicate that C was ever identical over a period 
of two or more years. 

The second question with which this section deals is that of what will happen 
to C when M diminishes. It is a certainty that C will rise, fall, or remain un- 
changed. However, it is so improbable that C will ever remain constant that 
this possibility may as well be cast aside. 

If it is assumed that C; remains constant in the short-run as M diminishes, 
C will rise if the percentage of M represented by M, becomes larger as the amount 
of money diminishes. For this development to take place, M must fall as Y; 
rises or Mz must diminish by the passage of money out of the economy at a 
rate faster than Y, declines. When C rises as M decreases to the accompaniment 
of a rising Y;, the circumstance is most likely to result from the following devel- 
opments: (1) There exists a relatively large M2 created by government deficits 
and controls of wartime. (2) Controls are removed. A post-war recession occurs 
and this recession prevents the use of and perhaps increases M2. (3) The post- 
war decline is followed by a period of prosperity with falling prices and gradually 
rising interest rates. 

Conceivably M might diminish in amount faster than Y, falls. This develop- 
ment might well come about if a relatively large number of persons and firms 
are indebted to the commercial banks and if the banks are insistent that loans 
be repaid. It could happen if time deposits in commercial banks increase suffi- 
ciently. The decline in M may be aggravated by the failure of some banks. 
However, it has already been argued that the removal of the deposits of failed 
banks from M is to a great extent improper. In some cases the flow of money 
abroad may contribute to the decline in M. 

When M diminishes as Y; declines, C often declines under modern conditions. 
M can decline by the same proportion as or faster than Y, but often money will 
not flow out of the economy fast enough to prevent a decline in C. The chief 
factor making for a decline in C is that money entering M, remains there longer 
than before the period of contraction began. People and firms are reluctant to 
lend and invest. Hoarding in connection with net capital consumption by bus- 
iness firms increases. To a small extent the decline in C may be attributable to 
an increase in the amount of money used in effecting transfer payments. Perhaps 
also there may be a slight decline in C,. 

The Appendix supplies 37 examples in which M was declining. In 25 of these 
C rose; in 12 C declined. Of the 25 cases 17 occurred when Y was rising and 8 
took place when Y was falling.” It is somewhat surprising to find as many as 
8 instances in which M diminished faster than Y. As is the case when M is 


22 For further detail on the 17 cases in which M declined but Y and C rose see fn. 16. The 
8 cases in which M declined faster than Y, so that C increased were Australia in 1930, 
Canada in 1930 and 1932, France in 1933 and 1935, Germany in 1930 and 1932, and Sweden 
in 1931. For the underlying factors involved see the first paragraph of fn. 17. The 12 cases 
in which C, M, and Y declined together were Australia in 1931, France in 1932, Germany 
in 1931, Sweden in 1921-22, the United Kingdom in 1931, and the United States in 1921, 
1930-33, and 1938. See the first paragraph of fn. 17. 
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rising, it is possible to show that C will rise or fall when M diminishes in amount. 
C can, of course, decline only when Y declines. 

On the assumption that M remains constant and with the reservation that C, 
remains fixed, C might rise, fall, or remain the same. However, unless the mone- 
tary and banking system is wholly unresponsive to the wishes of private business 
and the government for that matter, it is unlikely that M will stay fixed from 
one year to another. The Appendix provides no cases when M remained constant. 

The intertemporal variations of C are the products of many variables. In 
practice, C will move upward or downward. Its movements do not correlate 
well with movements of Y; or with changes in M. The following general state- 
ments can be made: (1) Without large government deficits C tends to rise dur- 
ing cyclical recovery and often rises during the remainder of the cyclical upturn, 
but rises during the post-recovery phase of the upturn are likely to be offset 
by recurring declines except when M is falling. (2) C tends to rise during periods 
of severe and rapid inflation. Though no statistical evidence has been presented 
in this paper to substantiate this statement, it is to be expected that C would 
be pulled upward by an increase in C; and a decrease in the length of time over 
which money remains in the hoard. Though periods of severe inflation have 
been examined statistically in this paper, no periods of severe and rapid inflation 
of the type experienced by Germany during the early 1920’s were covered. (3) 
C is likely to tend downward during periods of cyclical decline, but it may well 
rise. (4) C tends downward irregularly during periods of cyclical recovery when 
governments increase M faster than the state of expectations improves. (5) C 
generally declines during wartime when deficit financing is accompanied by 
price, rationing, and other controls. 

The course of C is often not highly predictable. If at a given time C is far 
below levels attained in the past, this lowness indicates an inflationary potential 
under conditions of comparatively full employment but does not always indicate 
its maximum extent and for two reasons. First, a severe and rapid inflation would 
likely increase C,. Second, the maximum rate at which M; could be converted 
into M, commonly cannot be determined from past records. Nevertheless, C 
does serve to show the minimum extent of controls needed by the monetary 
authorities if a possible inflation is to be prevented when C is very low. 


APPENDIX 
Data for Selected Countries on National Income, Quantity of Money and Income Velocity* 
Australia 
Y2 in millions of Australian M in millions of Australian 
Year pounds, year ends June 30 pounds as of June June Y./M or C 
1927 731 159.4 4.59 
1928 747 155.9 4.79 
1929 768 156.8 4.90 
1930 730 131.1 5.57 
1931 566 121.6 4.65 
1932 528 126.6 4.17 


* See notes. 
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Australia 
in millions of Australian in millions of Australian 
Year pounds, year ends June 30 pounds as of June 30 Y:/M or C 
1933 550 125.7 4.38 
1934 609 145.1 4.20 
1935 632 152.1 4.16 
1936 704 157.8 4.46 
1937 774 174.4 4.44 
1938 814 179.4 4.54 
1939 788 180.3 4.37 
1940 863 225.9 3.82 
Canada 
Ys in millions of M in millions of 
Year Canadian dollars Canadian dollars ¥2/M or C 
1926 4088 718 5.69 
1927 4254 835 5.09 
1928 4649 877 5.30 
) 1929 4727 856 5.51 
5930 4176 725 5.76 
1931 3534 756 4.67 
1932 2870 602 4.77 
) 1933 2641 628 4.205 
1934 2888 686 4.21 
1935 3126 763 4.10 
1936 3427 837 4.09 
1937 4017 841 4.77 
1938 3986 949 4.20 
1939 4289 1190 3.60 
1940 5255 1343 3.91 
1941 6594 1762 3.74 
’ 1942 8382 2459 3.41 
1943 9093 2995 3.04 
France 
) Year Ys: in millions of francs M in millions of francs Y3/M or C 
1920 110,000 58,664 1.87 
1921 115,000 56 , 287 2.04 
1922 119,000 56,407 2.11 
1923 134,000 59,641 2.25 
1924 155 ,000 61,839 2.51 
1925 172,000 70,378 2.44 
1926 208 ,000 85,682 2.43 
1927 210,000 97,077 2.16 
1928 227 ,000 122,048 1.86 
1929 245 ,000 128,178 1.91 
1930 243 ,000 141,010 1.72 
1931 229 ,000 147,510 1.55 
1932 206 ,000 142,109 1.45 
1933 199 ,000 130 ,932 1.52 
1934 178 ,000 132,950 1.34 
1935 172,000 120,280 1.43 
1936 189 ,000 133,951 1.41 
1937 212,000 146 ,576 1.44 
1988 250 ,000 180,931 1.38 
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APPENDIX—(Continued) 
Germany 

Y:2 in millions of marks M in millions of marks 
75,400 11,843 
75,900 12,690 
70,200 11,716 
57,500 11,440 
45,200 8,734 
46 ,500 8,524 
52,700 10,232 
58,600 11,733 
64,900 13,322 

Sweden 

Yi in millions of kronor M in millions of kronor 
3,230 556 
7,589 2,109 
8,895 2,291 
10,472 2,164 
7,296 2,037 
6,459 1,985 
6,482 1,802 
6,690 1.672 
6,916 1,475 
7,048 1,390 
7,210 1,457 
7,367 1,472 
7,862 1,506 
7,744 1,568 
7,030 1,365 
6,500 1,383 
6,550 1,566 
7,370 1,612 
8,060 1,746 
8,660 2,100 
2,330 
10,700 2,718 
11,500 3,014 

United Kingdom 

Yi in millions of pounds M in millions of pounds 
4,035 1,464 
4,357 1,432 
4,173 1,446 
4,359 1,410 
4,339 1,443 
4,384 1,339 
4,318 1,389 
3,889 1,266 
3,844 1,367 
3,962 1,431 
4,238 1,427 
4,530 1,521 


Yi/M or C 


Year 
5.99 
1930 
5.18 
1932 
5.15 
4.99 
1936 
: ¥i/M or C 
5.81 
1913 
1918 8.00 
1919 
1920 
1921 8.08 
1922 
1923 
4.69 
5.07 
4.95 
5.01 
5.22 
4.94 
5.15 
1931 5.15 
1932 
4.57 
4.62 
4.12 
i 
1937 
1938 
= 1939 
4 Year 
3.04 
2.89 
1926 
1927 = 
1928 
a 1929 
3.07 
1931 8.07 
1932 3.81 
2.97 
2.98 
1935 
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United Kingdom 
Year Y; in millions of pounds M in millions of pounds Y,/M or C 
1936 4,850 1,738 2.79 
1937 5,200 1,743 2.98 
1938 5,242 1,692 3.10 
1939 5,657 1,878 3.01 
? 1940 6,759 2,293 2.95 
1941 7,974 2,883 2.77 
1942 8,762 3,296 2.66 
1943 9,365 3,735 2.51 
United States 
Y in billions of dollars 
Year Angell’s series (Ys) (¥s) end of June Y¥3/M Y:/M or C 
, 1913 32.83 9.79 3.35 
1914 32.58 11.18 2.91 
1915 33.96 11.13 3.05 
1916 40.44 13.95 2.90 
1917 48.42 15.59 3.11 
1918 59.47 18.64 3.19 
1919 65.72 68.1 21.58 3.05 3.16 
1920 71.44 69.2 23.05 3.10 3.00 
1921 59.18 51.9 21.23 2.79 2.44 
1922 59.69 59.7 20.14 2.96 2.96 
1923 68.55 69.5 21.34 3.21 3.26 
1924 69.95 69.2 22.11 3.16 3.13 
1925 73.13 73.6 23.80 3.07 3.09 
1926 76.75 76.6 24.07 3.19 3.18 
1927 77.22 76.1 26.70 2.89 2.85 
1928 79.24 78.8 27.27 2.91 2.89 
’ 1929 83.00 83.3 27.33 3.04 3.05 
1930 74.52 68.9 26.32 2.83 2.62 
1931 63.45 54.5 24.44 2.60 2.23 
1932 49.32 40.0 21.03 2.35 1.90 
1933 46.83 42.3 20.53 2.28 2.06 
1934 54.01 49.5 23.56 2.29 2.10 
1935 58.81 55.7 26.88 2.19 2.07 
1936 67.85 64.9 31.10 2.18 2.09 
1937 71.78 71.5 31.75 2.26 2.25 
1938 66.24 64.2 31.50 2.10 2.04 
1939 70.09 70.8 35.05 2.00 2.02 
1940 77.60 77.6 39.49 1.93 1.97 
1941 96.90 96.6 46.27 2.00 2.09 
1942 122.20 122.2 54.64 2.15 2.24 
1943 149.40 149.4 79.90 1.79 1.87 
NOTES 
1. Sources of monetary data: (1) League of Nations publications: Memorandum on 
Commercial Banks, 1913-29, pp. 112-128, 139, 153, 155, 172-179, 246-247, 280-283, 302, 310- 
311; Memorandum on Currency, 1913-21, 94-95; Memorandum on Currency, 1913-22, p. 123; 
Memorandum on Currency and Central Banks, 1913-24, I, 185, II, 72-73, 1913-25, 2nd ed., 
II, 20-25, 66-69, 150-151, 180-181, 218; Money and Banking, 1936/37, I1, 35, 68-71, 78, 83, 
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133, 139, 1938/39, II, 34-35, 72-76, 89-90, 124, 155, 1940/42, pp. 95, 127, 180, 1942/44, pp. 28, 
94, 181, 193, 195, 197-198; Statistical Year Book, 1929, pp. 199, 224, 1935/36, pp. 254, 276, 
1938/39, p. 245; 1941/42, p. 201; 1942/44, pp. 220, 238. 

(2) Government publications: Bank of Canada, Statistical Summary, 1946 Supplement, 
pp. 4-21; Board of Governors of the Federal Reserve System, Banking and Monetary Sta- 


_ tistics, pp. 641-643; Federal Reserve Bulletin, Feb. 1926, p. 142, Feb. 1928, p. 149, Aug. 1939, 


pp. 651, 659, August 1940, pp. 787, 795, Aug. 1941, pp. 755, 763, Aug. 1943, 751, 759, Aug. 
1945, p. 1217; Committee on Finance and Industry, Report, Cmd, 3897, pp. 287-295, 302- 
303 ; Statistik Arsbok for Sverge, 1932, p. 198, 1935, 198, 1937, p. 200, 1938, p. 210, 1940, p. 210, 
1943, p. 202, 1946, p. 205. 

(3) Other publications: James W. Angell, Investment and Business Cycles, pp. 337-338; 
E. Ronald Walker and R. M. Beecroft, ‘““Changes in the Stock of Australian Money,” 
The Economic Record, Dec. 1941, pp. 214, 216. 

2. Sources of income data: (1) Australia: Colin Claris and James G. Crawford, The 
National Income of Australia, p. 60; League of Nations, World Economic Survey, 1939/41, 
p. 80. (2) Canada: Bank of Canada, Statistical Summary, February-March 1941; United 
Nations, National Income Siatistics, p. 124. (3) France: Colin Clark, The Conditions of 
Economic Progress, p. 99; League of Nations, World Economic Survey, 1938/39, p. 84. (4) 
Germany: Colin Clark, The Conditions of Economic Progress, p. 97. (5) Sweden: Erik Lin- 
dahl, Einar Dahlgren, and Karin Kock, National Income of Sweden, pt. 1, pp. 234-235; 
League of Nations, World Economic Survey, 1938/39, p. 84, 1939/41, p. 80. (6) United King- 
dom: Colin Clark, National Income and Outlay, pp. 88, 90; An Analysis of the Sources of 
War Finance and Estimates of the National Income and Expenditures in the Years 1938 to 
1944, Cmd. 6623, p. 15. (7) United States: James W. Angell, Investment and Business Cycles, 
pp. 337-338; Department of Commerce, Survey of Current Business, April 1944, Feb. 1946. 

3. Unless otherwise indicated income data are for calendar years and monetary data 
are as of the end of December. 

4. In the computation of monetary data the procedure has been to sum data on cur- 
rency, demand deposits in the central banks, demand deposits in the commercial and 
savings banks and to subtract from the result currency in the hands of the commercial 
banks, interbank deposits, and checks in collection. Bank drafts in domestic circulation 
have been included whenever possible. However, data in some countries are far from 
perfect. 

Except for the Australia and the United States coins are omitted. The League did not 
in general publish data on them. Such information as the League did publish on coins 
indicates that their inclusion would have increased the amount of money as here reported 
for Canada by 3.7 per cent in 1929, 5.5 per cent in 1932, and 4.2 per cent in 1936; for France 
by .9 per cent in 1929, 1.0 in 1932, and 4.1 in 1936; for Germany by 7.6 per cent in 1929, 19.1 
per cent in 1932, and 11.9 per cent in 1936; for Sweden by 4.0 per cent in 1929, 4.3 per cent 
in 1932, and 2.9 per cent in 1936; for the United Kingdom by 6.2 per cent in 1929, 5.0 in 
1932, and 4.3 per cent in 1936. See League of Nations, Money and Banking, 1938/39, I, 114ff. 

As noted beforehand, the savings deposits of the Canadian commercial banks are ac- 
tually subject to check. See fn. 3 in text. 

For France only from 75 per cent to 80 per cent of the deposits of all commercial banks 
are included in published data. (League of Nations, Memorandum on Commercial Banks, 
1913-29, p. 9). However, notes constitute a much higher percentage of the monetary stock 
of France than is the case for other countries included in this study. Certain extraneous 
material is contained in the data used for France in this study. Time and savings deposits 
in the commercial banks are included as money for the reason that they are not separated 
from demand deposits for all years. When French bank deposits were broken down into 
demand and time deposits by League authorities, time deposits were about 10 per cent of 
the total deposits of the leading banks. It is impossible to remove correspondents’ accounts 
from French deposit data as published. 
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For German deposit data for all banks as published in German official sources are not 
broken down. These have been separated into time and demand deposits and into bank 
and non-bank deposits on the basis of information published on the leading banks. Current 
accounts of the German savings banks are included. 

For the United Kingdom the deposits of the minor banks of England and Wales are 
divided into sight and time deposits according to the percentages obtaining for the leading 
banks. The Macmillan Committee, whose report is cited above, classified the deposits of 
the Scottish banks for the period 1919-30. The deposits of the banks of Northern Ireland 
are arbitrarily divided according to the percentages reported by the Committee for the 
Scottish banks. Subsequent to 1930 the deposits of the banks of Scotland and Northern 
Ireland are assumed to move in step with the deposits in English and Welsh banks. Notes 
of commercial banks as well as those of the Bank of England are included. 


'SOME COMMENTS ON FACTORS INFLUENCING 
DIFFERENCES BETWEEN STATE PER 
CAPITA INCOMES 


HAROLD F. BREIMYER 
Bureau of Agricultural Economics 


In view of the considerable number of articles in professional journals that 
are so long as to surfeit the reader, it is a welcome experience to find one that 
is, if anything, too abbreviated. In an otherwise excellent report on a statistical 
analysis of certain factors which are found to explain the differences between 
states in average income per capita, Professor Fulmer presents a basic theme of 
static relationships. He introduces dynamic influences as a variation on this 
theme, but concludes without indicating fully how much the dynamic forces 
can alter the original condition.! This comment does not so much deal with 
Fulmer’s presentation, with which there can be little disagreement; it is rather 
in the nature of an elaboration. 

Fulmer uses the multiple correlation technique to associate average income 
payments per person in each state in 1940 with four independent values, each 
for 1940: The percentage of the employed labor force other than government 
that was occupied in agriculture, forestry and fishing; the percentage of the 
population that was employed; the percentage of the population that was Negro; 
and the median year of schooling completed by all males 25 and over. He obtains 
a highly significant R? of 0.898, and the respective beta coefficients show high 
significance for each of the independent variables. 

The second independent, the percentage employed, corrects for the obvious 
condition that the average income per person in a state is affected by the per- 
centage of the population that earns an income. The three remaining independent 
variables show an emphasis divided between the occupational character of each 
state—that is, the degree of dominance of agriculture, et cetera—and the more 
social factors of color and education.? Even without the confidence-inspiring 
large digits in the statistical results, there can be little cause for dissent from 
this selection of variables. For the first independent variable, the percentage of 
employed labor force that was in agriculture, forestry, and fisheries, a slightly 
better choice might have been the percentage of total labor force classed as of 
those three occupations, since in a year of considerable national unemployment 
the differences between states in dominance of agriculture are exaggerated by 
use of an employment rather than a labor force base for comparing ratios. The 


1John L. Fulmer, ‘Factors Influencing Per Capita Income Differentials,’? Southern 
Economic Journal, Jan. 1950, pp. 259-278. 

2 Fulmer describes his first independent variable as indicating the “‘stage of economic 
development.”’ The phrase may unduly brand agriculture as a crude or inchoate occupa- 
tion. In this comment, the more colorless term ‘‘occupationa! character’’ is used to describe 
the variable of the proportion of labor force that is in agriculture, forestry, and fisheries. 
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reason is that the essentially unemployed workers in agriculture continue to be 
called “employed” whereas those of nonfarm occupation not productively en- 
gaged are excluded from the employed category.* The importance of both occu- 
pational character and socio-educational levels has been reported previously, 
although not in the sophisticated terms used by Fulmer, whose statistically 
tested analysis makes a real contribution.* 

A weighty question would be the meaning of Fulmer’s results, their moral 
for a society that does express some concern for the comparative economic attain- 
ments of various segments of its national structure. It would be unfair to the 
author to hold him accountable for an interpretive discourse, inasmuch as he 
explicitly defined his field at the outset as a statistical treatment of ‘Factors 
Influencing” differentials. Moreover, to a considerable extent the results of his 
analysis are self-supporting. As noted above, he found the dominance of agricul- 
ture to be important, and it is true that agriculture has a special economic posi- 
tion. Ours has come to be an economic society in which almost all forms of en- 
deaver except agriculture are characterized by relatively inflexible administered 
prices, systematized and far-reaching control of production and management, 
exclusive guilds for professions, management, craftsmen, and much labor of 
lesser skill, and many other rigidities. In this setting most students of the agri- 
cultural-industrial balance will admit that it is hard for agriculture, the last 
major area of comparatively free competitive organization and comparatively 
free market prices, to achieve an income for its people as rewarding as that for 
other occupations. Especially is this true because agriculture traditionally not 
only cares for all its own, but during unemployment reaccepts many who in 
better times had other occupational loyalties; and because with its higher birth 
rate agriculture has always the problem of shifting its ever-burgeoning popula- | 
tion into nonfarm employment. 

If we grant that the position of predominantly agricultural states is discourag- 
ing as measured by equalitarian standards of income, we nevertheless may wonder 
if the particular position discovered for the Census year 1940 is a reliable indicator 
for other or all years. It is this question which suggests that there is more to be 
said than was reported. Fulmer must have chosen 1940 for his work because more 
data are available for that Census year than for any other recent year. Also, 
1940 was in some respects a representative year. That an analysis as of 1940 is 
static and leaves dynamic forces to be studied was admitted categorically: 
“There remains to be examined the influence of dynamic factors on state differ- 


3 According to his textual statement and his footnote 10, Fulmer used employed labor 
force as his first independent variable. However, the second footnote to his Table I indi- 
cates that total labor force was the figure chosen. 

4 The relation between proportion of workers in majo: occupations and income per state 
was depicted graphically, region by region, in Hearings on Aid in Industrialization of 
Underdeveloped Areas, S. 1385, before the Subcommittee of the Committee on Commerce, 
U.S. Senate, 79th Congress, 2nd Session, p. 58. 

5 An example of a study of agriculture’s position in the modern economic age is Theodore 
W. Schultz, Agriculture in an Unstable Economy, Committee for Economic Development 
Research Study, 1945. 
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ences.”* Dynamic factors are regarded as those of secular economic changes, 
and those of the short-run effects of swings of the business cycle. The discussion 
of the business cycle takes note of Vining’s outstanding contribution on different 
regional sensitivities to cyclical change.’ Both the secular and cyclical dynamics 
are related to the statistical analysis made for 1940—that is, in terms of the 
occupational dominance of agriculture, which is given particular attention, and 
the factors of color and education. Again, this part of the article is enlightening. 
It lacks only a concluding section showing whether the dynamic factors can be 
so influential as to recast, within a relatively short period, the relationships 
found for a single year, 1940. 

For 1940 was a year when unemployment was still so large as to have been 
an acknowledged national problem, and a year when the effects of the great 
depression were still evident. But even if the convenient year 1940 were not 
bad for analysis, it was certainly different from years of greater business activity 
such as those of the 1920’s and those since the end of World War II. To test the 
1940 results against a high-employment year of the later 1940’s would seem worth 
while. If it should be found that factors influencing income differentials between 
states in a postwar year differed considerably from those in 1940, such a result 
would not obviate the static analysis for 1940 but would illustrate the genuine 
and large significance of dynamic cyclical change. 

In an analysis for a postwar year the dynamics involved are primarily those 
of the short-run cycle of changes in business activity, as the span of only a few 
years is too short for marked effects of secular changes. That there has been an 
enormous transformation since 1940 in those factors attributive to the business 
cycle, such as prices, employment, and output, is too obvious to need documen- 
tation. A comparison for a postwar year with 1940 would be a revealing test 
of the dynamics in factors influencing differentials which arise from short-run 
cyclical changes, and would be especially applicable to Vining’s generalized 
observations. 

World War II was the main stimulus to changes in business activity between 
1940 and the postwar years of the late 1940’s; it caused the scope and scale of 
changes to be far greater than could possibly have occurred under peacetime 
conditions. Nevertheless, in their direction and character the changes are similar 
to those of most short-run cycles. Their amplitude in the 1940’s facilitates 
economic analysis, and their traditional characteristics give them much general 
applicability.® 

It is unfortunate that the available data do not permit a perfect comparison 


6 Op. cit., p. 269. 

7 Rutledge Vining, ‘The Region as a Concept in Business-Cycle Analysis,’”’ Econo- 
metrica, July 1946, pp. 201-218; also other articles as listed by Fulmer, op. cit., p. 269, 
note 21. 

8 To students who regard the short-run business cycle as strictly an isolated and self- 
generated phenomenon, the war-induced events of the late 1940’s are inapplicable. The 
present author believes that outside influences are seldom if ever absent in cycles, and that 
certain characteristics and consequences are more or less standard regardless of the private 
or public forces that are at work. 
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of a postwar year with 1940. Those resorted to in the analysis that follows are 
not entirely satisfactory, but it is believed that they are sufficiently so to have 
reliability. More than that, they contain some lessons of their own, independent 
of an exact duplication of the analysis for 1940. 

Average income per capita in each state in 1948, the last year for which the 
Department of Commerce has published estimates, was correlated with three 
independent variables: (1) The percentage of the total labor force in each state 
classed by occupation as in agriculture, forestry, or fisheries;* (2) Fulmer’s 
third independent variable, the percentage of population that was Negro; and 
(3) his number four, the median education. Each was taken for 1940, as no more 
recent data are to be had. Correlation of 1948 incomes with 1940 independent 
factors opens up room for criticism, but it is believed that the factors chosen 
are those more affected by secular than by cyclical change and that they have 


TABLE I 
Summary of Correlation Results with Four Factors on State Per Capita Incomes, 1940 
FACTOR rcxzssion| SIGNIFICANCE OF NET_ | 
X. Percent labor force in agriculture, 
forestry, and fisheries............ 1 percent |—5.03147| Highly significant |—0.3879 
point 
X; Percent total population em- 

X, Percent total population Negro... do. —2.28718| Highly significant |—0.1543 
Xs Median years of schooling of all 

males 25 years of age or over..... 1 year 55.60370| Highly significant | 0.2152 


Xi = —691.46 —5.03147 X_ +27.00513 X; —2.28718 X, +55.60370 Xs. 

= 0.89818; = 0.9477; = 0.88892; = 0.9428 81.2545 = $64.87 
John L. Fulmer, “Factors Influencing State Per Capita Income Differentials,’’ Southern 

Economic Journal, Jan. 1950, p. 263. For complete footnotes see original source. 


not been altered greatly since 1940. Certain it is that the big changes since that 
Census year are in those attributes of the business cycle such as price, produc- 
tion, and employment. Changes in comparisons between states in the basic occu- 
pation of the labor force, in race, and in educational level are much smaller. 
An occupational classification based on the total labor force, as the first indepen- 
dent variable, is believed to be a better choice than would be a classification 
based on employed labor force. The small unemployment in 1948 makes Fulmer’s 
second independent, the percentage of labor force employed, scarcely necessary 
in an analysis for that year. 

For convenient reference, Fulmer’s Table I is reproduced along with Table 
II which contains results of the new analysis for 1948. When it is remembered 
that the average United States income per capita was 2} times as large in 1948 


® Government employment, excluded by Fulmer, is included in the data used for this 
new analysis. 
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as in 1940, the net regression coefficients for the later year appear consistent 
with those for 1940. The main difference in the coefficients is that the effect of 
occupational dominance of agriculture is reduced rather greatly in 1948 from 
1940. If the net regression coefficient for that factor in 1948 were proportionate 
_ to the change in mean incomes, it would be 2} X —5.03 or —12.58. But it is 

only —8.12. Moreover, the use of labor force rather than employment in rep- 
resenting the data for X_ would tend to widen, rather than close, the difference 
between the coefficients for 1940 and 1948. There is little doubt that the impor- 
tance of agriculture in the occupation of each state had much less bearing on 
differences in incomes in 1948 than in 1940. 

Tests of significance for the new calculations demonstrate more emphatically 
that the correlation for 1940 incomes would not hold as well in 1948. The R?, 
which was 0.90 in the 1940 analysis, was a mere 0.56 in the 1948 version. And 
the beta coefficients were so large as to make the significance of each of the coeffi- 
cients highly questionable. 

TABLE II 


Summary of Correlation Results with Three Factors on State Per Capita Incomes, 1948 
1940 data used for each factor 


NET 
FACTOR UNIT REGRESSION 
X,. Percent total labor force in agriculture, forestry and 
point 
X; Percent total population Negro, 1940............... do. —5.5446 | —3.0634 
X, Median years of schooling of all males 25 years of age 


Xi = 1336.29 —8.1230 X. —5.5446 X; +106.5675 X,. 
= 0.558 Ri.esas = 0.747 


A better understanding of these 1948 results may be gained from a chart 
comparing the actual incomes by states for 1948 with those estimated by the 
correlation formula, similar to that for 1940 given by Fulmer as his figure 2. 
Whereas Fulmer obtained a close agreement between actual and estimated data 
for all states except two, the 1948 plot shows a much poorer fit (figure 1). The 
really important point about the 1948 results in figure 1 is that the line of regres- 
sion between actual and observed incomes is described almost entirely by the 
values for less than a dozen states. This may be seen by observing the plot in 
figure 1. If all the states having average incomes of more than $1,200 per capita 
were to be considered as a separate section of the graph, very little slope would 
be found to a line of fit. And if the selection be partisan by regions, omitting 
from the chart all the states geographically located between Virginia and Texas, 
the lack of regression for the broad East, North, and West is even more notice- 
able.' It is the South alone that gives positive result to the analysis for the high- 
employment year 1948 of differences between states in incomes per person. 


10 This is not to say that a separate regression for those regions alone would be fruit- 
less. But in the regression made for all states, the results are as described. 
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It seems to this writer that the meaning of the new analysis is twofold; as 
an application of Vining’s principles of cyclical dynamics, and as additional 
indication of the special category into which the South falls. 

In regard to the Vining point of view, so well recognized by Fulmer, it is cer- 
tainly true that states and regions remote from large consuming centers and 
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State per capita Income, 1948, estimated from 3 variables 


Fig. 1. Relation of Actual State per Capita Income in 1948 to Income Estimated from 
Three Variables. 


primarily producers of farm products or other raw materials are peculiarly sub- 
ject to the ups and downs of short-run cycles in business activity. Their sensitivity 
is even more marked if it is measured by incomes in terms of, or corrected for, 
employment, as agriculture doesn’t cast its workers into unemployment. The 
high degree of income elasticity of the hinterlands comes about chiefly because 
of the relative inflexibility of all marketing, transportation, manufacturing and 
distribution charges, which causes changes in prices of basic materials to be 
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greatly magnified relative to changes in wholesale or retail prices of finished 
goods. A second reason is the lesser adjustment of supply to demand in agricul- 
ture than in industry." Fulmer quotes Vining in this manner: ‘“(Vining) con- 
cluded that the latter (regions or states greatly dependent on agricultural prod- 
_ uets and other raw materials) ‘appear to be the lead-off group when a shift 
takes place in the direction of change or the rate of change in national income. 
-Moreover, they generally constitute the tails of the distribution in the years 
other than those in which a change of direction is developing’.”” 

Booming during recovery, over-depressed during recession, the agricultural 
and other raw material regions do have a variable time of it. In 1948, when they 
were at about the crest of the boom part of a swing, agricultural states such as 
Iowa, Illinois, Montana, Nebraska, and North and South Dakota had per capita 
incomes that compared very favorably with averages for other states and that 
rested well above the line of average regression established by the analysis for 
that year (figure 1). In years after 1948, as the upswing ends and as prices of 
farm products settle back into a more familiar relationship to prices of nonfarm 
products, which show little sign of receding, the per capita incomes of agricul- 
tural states of the North and West wil: almost certainly slip back in relation to 
incomes of the more industrial states, and will return closer to the lines of fit 
established by either the analysis for 1940 or that for 1948. 

The South, which to considerable extent is still an agricultural and raw material 
region, is a separate case. Notwithstanding the secular and cyclical forces which 
have operated there since 1940 as well as earlier, southern incomes per capita 
in 1948 were still far below the average for other regions. As mentioned above, 
that region’s dispersion from the national average was practically the entire 
source of any correlation as found for 1948. Sub-average southern incomes have 
been reported often enough. This comment does not attempt to add to the large 
fund of data or critical examination already existing." It only calls attention to 
conclusions, thought valid, from a comparison of analyses of income-differential 
factors in 1948 and in 1940. As the occupational character of a state was satis- 
factory as one among several factors in explaining the differences between states 
in income per capita in 1940, and in 1948 was less satisfactory except for states 
of the South, it may be questioned whether their agricultural character—the 
fact that a larger percentage of their working population is engaged in agricul- 
ture—can really be blamed for the inferior incomes in southern states. This is 


11 A selected example is the price of hogs in Nebraska in 1940 and 1948. Between the 
two years national disposable personal income increased 152 per cent. The United States 
retail price of pork and lard rose 188 per cent. But prices received by Nebraska farmers for 
their hogs jumped from $5.20 to $22.70 per 100 pounds, an increase of 337 per cent. In terms 
of United States average prices paid by farmers (which doubled), hogs in Nebraska had 
more than twice the exchange value in 1948 as in 1940. 

1 Fulmer, op. cit., p. 271. 

13 One of many references is the expansive Study of Agricultural and Economic Problems 
of the Cotton Belt, commonly known as the Pace Report on the Cotton South, published as 
Hearings before the Special Subcommittee on Cotton of the Committee on Agriculture of 
the House of Representatives, 80th Congress, 1st Session. 
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not to say that all the causation or association for low incomes must therefore 
lie with Fulmer’s social factors of race and education. Perhaps many other ele- 
ments are yet to be measured by careful economic and statistical analysis. 
Some might even be in the particular organization of the agriculture of the 
south as it now exists. A prominent agricultural economist recently charged 
that agriculture in the United States is notoriously inefficient, and that its ineffi- 
ciency, coinciding with its high importance in the South, is a leading explanation 
of sub-average incomes in that region.“ A reply discounted the apparent ineffi- 
ciency of agriculture as such, citing “...the obvious fact that... there has 
been chronic involuntary underemployment and unemployment of manpower 
in the South. This is the consequence of a complex of social, political, racial 
and economic issues. . . . ”!5 

Neither that exchange, nor this comment portraying data for the boom year 
1948, can give more than a stimulus to the further probing that may be expected 
into the special problems of the South. All that-can be asserted, by way of sum- 
mary, is that when the dynamics of the cyclical factors influencing differentials 
in state incomes are tested, they corroborate the extreme sensitivity of agricul- 
tural and all raw material regions to those short-run factors. The sensitivity may 
be so great that in times of violent cyclical changes, the dynamic influences on 
comparative state incomes may nearly eclipse the static ones. 


44 Theodore W. Schultz, ‘‘How Efficient is American Agriculture?”’, Journal of Farm 
Economics, Aug. 1947, pp. 644-658. 


18 Bushrod W. Allin, ‘‘Theory: Definition and Purpose,” Journal of Farm Economics, 
Aug. 1949, pp. 413-14. 


FLOOD CONTROL IN THE YAZOO-MISSISSIPPI DELTA?! 
ROBERT W. HARRISON 
Bureau of Agricultural Economics 
I 

Studies of the numerous flood control projects which have been carried out 
in the eastern and southern United States frequently fail to give any idea of 
the accumulated cost of the work under investigation or of the many individual 
and group efforts responsible for initiation and development of the reclamation 
program. This is particularly true of projects in the Mississippi Alluvial Valley 
where flood control works have been supported for more than 200 years, and 
where costs and responsibility have been borne, at one time or another, by indi- 
viduals and by every level of government from the county supervisors to the 
Congress of the United States. 

The absence of adequate records covering the life of public works projects 
deprives administrators of data essential to judgment of the need for and effi- 
ciency of projects under their jurisdiction. It also, in the case of flood control, 
makes it difficult for the social scientist to trace and understand the important 
changes in public thinking which prompted the gradual shift of responsibility 
for flood control from purely personal hands to local organizations, then to 
state, and, finally to almost full federal responsibility and control. In the case 
of Mississippi Valley projects, public knowledge often appears to be limited to 
developments carried out after the passage of 1928 federal flood control legisla- 
tion. There can be no doubt that the federal flood control acts of 1917 and 1928 
were of the highest importance to the Mississippi Valley but they did not mark 
the beginning of flood control efforts there. 

While there is little possibility of developing a schedule of costs covering the 
full history of flood control efforts in the alluvial valley of the Mississippi, there 
are a number of opportunities to develop cost records and to trace important 
steps in the evolution of responsibility for flood control in the individual basins 
of the valley. In the Yazoo-Mississippi basin, particularly, the formidable files 
of the Mississippi Levee District at Greenville and the Yazoo-Mississippi Delta 
Levee District at Clarksdale make possible the development of an almost com- 
plete history of individual, local, state, and federal efforts to protect the Yazoo 
bottoms from Mississippi overflow.” 

In this paper, emphasis will be piaced upon flood control in the Mississippi 
Levee District,’ as the records of this district are probably the most complete 


1The Bureau of Agricultural Economics cooperating with the Mississippi Agricultural 
Experiment Station is preparing a comprehensive study of flood control in the Yazoo- 
Mississippi Basin under the title, Levee Districts and Levee Building in Mississippt. 

2 Records of the Mississippi Levee District are continuous from 1865. Of particular 
interest are the reports of the Chief Engineer. Records of the Yazoo-Mississippi Delta 
Levee District begin in 1884, but this district has inherited records of yet earlier organiza- 
tions. 

3 The Mississippi Levee District includes Bolivar, Washington, Issaquena, Sharkey, and 
part of Humphreys County. 
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in the valley. A survey, however, of flood control experience for the entire Yazoo- 


Mississippi bottom forms the essential background for an understanding of the 
records of this important district. 


II 


In the Yazoo-Mississippi Delta, as in the other principal basins of the lower 
Mississippi Valley, the history of levee building is intimately connected with 
the settlement of the country. As early as 1803 some of the lowlands near Vicks- 
burg were protected by low dikes. Under French law, proprietors of river front 
lands were held responsible for building levees. This custom was carried up the 
river as lands were developed in what later became the States of Arkansas and 
Mississippi. Despite the great cost of building levees sufficient to withstand 
floodwaters of the Mississippi River, the state legislatures were slow to consider 
flood control as other than an individual responsibility. 

The Mississippi Legislature was, however, willing at an early date to provide 
the legal framework needed where individuals wished to cooperate in their 
attack upon flood problems. For example, in 1819, at the second session of the 
Mississippi General Assembly, an act was approved which authorized the erec- 
tion of a levee in Warren County. Under this act a levee “sufficient to prevent 
the inundation and overflowing of the river Mississippi’ was to be erected under 
the jurisdiction of a commission composed of five freeholders. A sum not to ex- 
ceed $8,000 was thought sufficient for the work and the commissioners were 
ordered to appoint ‘three discreet, disinterested freeholders,” whose duty it 
would be, “. . . faithfully and impartially to assess the sum which may be laid 
by said commissioners on all lands, houses, and lots of ground before made liable 
to such assessment, in such proportion as in the judgment of said assessors, the 
lands, houses, or lots so assessed, may be benefited by the erection of said levee.’ 
The Sheriff was ordered to collect taxes on these assessed values in the same man- 
ner that county taxes were collected. 

As cotton plantations developed along the river front of the Yazoo-Mississippi 
Delta, the Mississippi Legislature passed a series of acts relative to levee work 
in Tunica, DeSoto, Coahoma, Bolivar, Washington, and Issaquena Counties.® 
Under these acts the Boards of Police (now called County Supervisors) of the 
several counties were made responsible in each county for getting the levee 
program started.® 

While the legislature held the county governments responsible for initiating 
flood control programs, that the fertile bottom lands of the Yazoo-Mississippi 
Delta might be developed, the idea of individual responsibility for flood control 
was slow to die. The flood control act approved February 16, 1838 by the Mis- 
sissippi Legislature re-emphasized the responsibility of front holders in its instruc- 
tion to each local levee inspector “...to make an examination of his section 


4 Laws of Mississippi, 1819, Act approved 18th of February, p. 78. 
5 See, Laws of Mississippi, 1838, Act approved 2nd of March, p. 73; Laws of Mississippi, 
1837, Act approved 13th of May, p. 317. 


6 Laws of Mississippi, 1888, Act approved 16th of February, printed with the Laws of 
1839, p. 412. 
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of the district, and, whenever he shall deem it necessary, to erect a levee or make 
a ditch, either entirely anew or in part; he shall call on three neighboring planters 
to assist him, and he shall, jointly with them, ascertain the work to be done, 
and shall inform the person on whose land said work is to be done, by a written 
notice, particularly specifying the extent of the work to be done, and the number 
of feet required for the base and height of said levee, the number of feet required 
for the width and depth of said ditches, and where said ditches shall commence, 
what direction they shall run, and where terminate; and the proprietor of the 
land on which said work is to be done, shall be bound to execute said work within 
such time as shall be required by the board of police.’” Fines and other penalties 
were imposed for failure to carry out flood control and drainage responsibilities. 

It was between 1844 and 1850 that reliance on the river front landholders 
for erection of levees along the Mississippi began to break down. The great flood 
of 1844 made it completely clear that the riparian holders could not do this 
job unaided. Threats of fine or confiscation of property for failure to build ade- 
quate levees and drains began to be replaced in the law by a system of general 
levee taxes applicable to all lands protected. An act of the 4th of March 1848, 
pertaining to levees on the Mississippi River in Tunica County, is illustrative 
of the trend toward a general sharing of flood control cost. 

Under Section 3 of this act, the inspectors were to “ . . . estimate the probable 
cost of said levee, and report the same to the president of the board of police, 
who shall thereupon convene the board of police, which, when so convened, 
shall assess a uniform tax on all lands in said county, to be called a levee tax, 
which tax shall not exceed three cents per acre on said lands, for any one year, 
but the same may be kept up from year to year, until the amount raised thereby 
(together with what the State may appropriate), shall be sufficient for the erec- 
tion of said levee.’”*® This tax was to be a lien on the land and provision was 
made for confiscation and public sale of lands on which the levee tax was not 
paid.° 

Land development was slow in the Mississippi Valley between 1837 and 1847, 
but as the War with Mexico reached a close, settlers began to stream into the 
river settlements and soon an era of expansion and prosperity was to begin for 

7 Tbid. 

8 Laws of Mississippi, 1848, Act approved 4th of March, p. 271. 

® It is frequently assumed that slave labor was widely used in building the Mississippi 
River levees during pre-Civil War days. This was true in the newer settlements, but as 
cotton plantations developed and the price of slaves rose, there was a tendency to rely 
upon various emigrant groups, particularly the Irish, to furnish levee labor. Slaves were 
considered far too valuable to risk in the malarial swamps under the heat of the summer 
sun. Labor contractors seeking workers for the growing levee program met almost every 
immigrant ship arriving in New Orleans. Cairo, St. Louis, and Cincinnati were also im- 
portant centers for recruiting immigrant labor for levee work. Throughout the valley 
gangs of husky immigrants could be seen winter and summer struggling under the hard 
and grueling task of levee building. See W. H. Russell, My Diary North and South, Boston, 
1863, Vol. I, p. 402; Tyrone Power, Impressions of America, 1833-35, Philadelphia, 1836, 
Vol. II, pp. 149-53; U. B. Phillips, ‘“The Decadence of the Plantation System’’, Annals, 


XXXV, p. 39; W. L. Murfree, ‘‘The Levees of the Mississippi’, Scribner’s Magazine, July 
1881, pp. 420-431. 
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the Yazoo-Mississippi Delta.'° Steamboat transportation on the Mississippi had 
been greatly improved between 1830 and 1845, and it seemed certain that some 
of the finest cotton plantations of the world would be developed in the rich bot- 
toms from Vicksburg to Memphis. 

The question of internal improvements for the South and West was beginning 
to stir many imaginations when the great flood of 1849 served to dramatize the 
need for a greatly improved system of levees to protect the wealth so rapidly 
developing on the alluvial lands." Frequent memorials requesting aid for flood 
control were sent from the Mississippi Legislature to the Congress in Washington. 
Great commercial conventions like the Memphis Convention of 1845, presided 
over by John C. Calhoun, and the convention of navigation interests held in 
Chicago in 1847 called national attention to the “Mississippi problem” and the 
needed improvements for navigation and for flood control in the lower Mississippi 
Valley. While the Mississippi River was declared an “‘inland sea” at the Memphis 
Convention and, therefore, a proper object of federal interest, it was clearly 
not going to be an easy task to get the Congress to assume responsibility for 
flood control. Aid for navigation might come sooner. 

Meanwhile, the Mississippi Legislature moved to strengthen the county levee 
administration. On the 20th of February 1850, for example, the state authorized 
a new levee tax system for trial in Issaquena County, which provided for a 
uniform acreage tax not to exceed ten cents per acre upon all lands on or within 
ten miles of the Mississippi River, and a uniform tax not to exceed five cents 
per acre on all lands lying ten miles or more from the Mississippi. Later in 
the same year, ‘he state offered to allow the river-front counties to assess and 
collect a tax on all state-owned land lying in their jurisdiction equal to the flood 
control tax paid by local interests. Thus there was a gradual growth of state 
interest in levee affairs. 

The passage of the second Federal Swamp Land Act in September 1850 would 
have been the logical time for formation in Mississippi of a strong state organiza- 
tion for developing the levee system. Louisiana and Arkansas did this, but in 
Mississippi proceeds from the grant were divided among the counties and the 
opportunity to use the federal grant of 3,290,285 acres of swamp and overflowed 
land to Mississippi as the foundation of a sound, state-managed levee system 
was missed. 

The Swamp Land Grant did help the front counties to rebuild the levees 
after the overflows of 1849 and 1850. Levee contractors were willing to accept 
swamp land scrip and substantial levees were soon built along the Yazoo-Mis- 
sissippi Delta coast. 

I 


Up to 1854, there was very little thought of a unified system, under central 
administration, of levees for the protection of the whole Delta. The idea of an 


10 Cf., Coahoma County, 1836-1936, Clarksdale, Mississippi, 1936, p. 29. 

1 John W. Monette, Floods of the Mississippi, Publications Mississippi Historical So- 
ciety, Vol. XII, pp. 468-492. 

12 Laws of Mississippi, 1850, Act approved 20th of February, p. 180. 

% Laws of Mississippi, 1850, Approved 2nd of March, pp. 207-8. 
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unbroken levee from the Chickasaw Bluffs, south of Memphis, Tennessee to the 
Walnut Hills at Vicksburg, Mississippi, hardly seemed possible before the passage 
of the Swamp Land Acts. With the increased revenue from the sale of swamp 
and overflowed land and with expanded local contributions from the thriving 
cotton plantations, the possibility of a uniform levee system for the entire Delta 
not only seemed desirable but quite possible. The great duplication of officials 
under the county system was enough to condemn that method of operation. A 
uniform system of levee law, as well as a unified engineering plan, was needed. 

Though there was rather wide recognition of the need for greater centraliza- 
tion in the administration of levee affairs, it was not easy to bring this about. 
Local and even individual interest had become so dominant in the county levee 
programs that they could hardly be described as county programs; they had 
rather become neighborhood or community affairs. From 1845 to 1858 a series 
of state acts sought to bring reforms in the levee programs by requiring that bet- 
ter records be kept, that commissioners be bonded, etc.'* None of these reforms 
proved very effective and as a result the demands for a state-controlled system 
was increasingly heard. 

After 1855 the state press was filled with demands for a general levee system. 
Popular journals carried articles by engineers and planners showing how the 
whole Yazoo-Mississippi Delta might be protected and brought to a high state 
of cultivation. Cotton lands gradually became more valuable. Prices of slaves 
went up every season. An era of prosperity, even wealth, seemed assured. Floods 
could not be allowed to threaten so golden a future. Slave-owning families from 
the older cotton states were anxious to acquire Delta land, if they could be 
relatively free from flood damage, for not only could they continue in the Delta 
the production of cotton, but could also avoid, by staying in the Deep South, 
the problem of managing slaves in the border states where abolitionist senti- 
ments were rapidly growing. 

An idea of the rapidity with which the Yazoo-Mississippi Delta was develop- 
ing can be had from the following county assessments which were used as a basis 
for property taxes in the front counties: 


County Assessment for Taxation 


YEAR 
COUNTY 
1853 1857 
3,498, 351.00 7,416, 162.08 
1,766 , 690.00 4,259 558.00 


4 Laws of Mississippi, 1854, Chapter 72, p. 186. 
18 DeBow’s Review, October 1858. 
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From the beginning of levee work in Mississippi to 1858 about $3,000,000.00 
was spent for flood control in the Yazoo-Mississippi Delta. This included about 


_ $500,000.00 contributed before 1852 by the county Boards of Police and an 


equal amount spent by planters directly. Judging from the amount of swamp 
land scrip issued to the counties between 1852 and 1858, about $600,000.00 was 
spent by the front counties on levees from this source. Local taxes probably 
amounted to an equal sum. An estimate of $1,000,000.00 for organized levee 
work in the Yazoo-Mississippi Delta between 1852 and 1858 is not excessive. 
Individual plantation expenses for levee work during this period amounted to 
between $700,000.00 and $1,000,000.00. 

Responding to public demand following the severe flood of June 1858, the 
state legislature on the 2nd of December 1858'* ordered the county levee boards 
to begin liquidation of their business and established all major levee work for 
the Yazoo-Mississippi Delta under one board responsible to the legislature. The 
levee district created by this act covered the whole Delta and became known as 
the 1858 Levee District. 

With the growth of state interest in the management of levee affairs, rapid 
advances were made toward a secure line from one end of the Delta to the other. 
James L. Alcorn was elected first president of the 1858 Levee District. Under 
his direction over 1,600 miles of levee survey was made and 142.3 miles of new 
levee completed at a cost of $1,296,377.33. When work was suspended at the 
opening of the Civil War, the Yazoo-Mississippi Delta had one of the best levee 
lines in the valley. 

Iv 


In the early months of the War the Mississippi Legislature passed a series of 
suspension acts which set aside levee taxes and in general closed the levee build- 
ing program.” 

The flood of 1862 hit the Yazoo-Mississippi Delta levees with full force and 
broke them in many places. With most of the planters at war, and with the slaves 
running off to the federal camps provided for fugitives, there seemed little hope 
of maintaining an organized agriculture. 

During 1863 and 1864 the river did not reach flood heights, but the levees 
were severely damaged by military operations. On the 2nd of February 1863, a 
mine was exploded in the Yazoo Pass levee by the order of General Grant in an 
attempt to get at the Confederate fort at Vicksburg by floating troop ships and 
gunboats down the Coldwater-Tallahatchie-Yazoo river system. The boats suc- 
ceeded in entering the Pass and as the Tallahatchie was enjoying a spring flood 
they had little difficulty moving southward until stopped by the guns at Fort 
Pemberton. On finding that the gunboats could not destroy the Fort, additional 
levees on the Mississippi were cut in the hope that increased overflow would 
drown the Confederate guns which were on relatively low embankments.” 

16 Laws of Mississippi, 1858, Chapter 1, p. 33. 

17 Laws of Mississippi, 1861, Called Session, p. 68; Laws of Mississippi, 1861-1862, p. 
146; Laws of Mississippi, 1863, p. 138. 

18 John Fiske, The Mississippi Valley in the Civil War, Cambridge, 1900, p. 216. 
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In April 1865, just as the Civil War ended, the Delta was swept by a severe 
flood which was remarkable for its duration. A mile or more of levee near Pren- 
tiss caved into the river.'® Crevasses up and down the line were numerous. Whole 
sections of the largest works of the 1858 Levee District were washed completely 
away. Floodwater extended over the entire lowland and stood for months destroy- 
ing the few remaining livestock and making it impossible to get crops started. 
Hundreds of families left the Delta, many never to return. 

The 1858 Levee District was not revived after the Civil War. Local interests 
were left to their own devices in matters relating to flood control. Public-spirited 
citizens in Bolivar, Washington, and Issaquena Counties organized in 1865 a 
levee board covering the three counties and known as the Board of Levee Com- 
missioners for Bolivar, Washington, and Issaquena Counties. This Board has 
been in continuous operation since it was organized. In 1877 the legislature ex- 
panded the authority of the Board of Levee Commissioners for Bolivar, Wash- 
ington, and (ssaquena Counties and changed the official name to Board of Mis- 
sissippi Levee Commissioners. 

The northern part of the Yazoo-Mississippi Delta remained entirely without a 
levee organization until 1871 when an attempt was made to form a levee board. 
A district, known as Levee District #1, was created, but failed to carry out a 
flood control program. It was not until 1884 that a successful levee program 
was initiated in the northern Yazoo-Mississippi Delta at which time the Yazoo- 
Mississippi Levee District was organized at Clarksdale with T. G. Dabney as 
chief engineer. 


Vv 


In a broad sense federal interest in the Mississippi River is as old as the Na- 
tion. Navigation of the Mississippi and tributary streams was essential to the 
development of the West and Congress was quick to recognize the responsibility 
of the United States to keep the Mississippi free of snags and the mouth open 
that trade might proceed safely. In 1820 a federal appropriation of $5,000.00 
was made for a survey of the Ohio and Mississippi Rivers, from the rapids of 
the Ohio at Louisville, to the Balize at the mouth of the Mississippi, to deter- 
mine the most practical method of improving the navigation of these rivers.” 
This survey was carried out by General S. Bernard and General Joseph G. Tot- 
ten and their report became the first important official (United States) report 
on the Mississippi. 

Interest in flood control was to come much slower. In 1835 Henry Clay intro- 
duced a resolution asking for an estimate of the cost of leveeing the public lands 
on the west bank of the Mississippi. He believed that such work might be justi- 
fied on the grounds of increase in public health and prosperity." Clay found 
some supporters for his ideas, but most members of Congress felt that flood 
control should be left to local interests. In 1845 John C. Calhoun, at a com- 

19 William P. Gray, Imperial Bolivar, Cleveland, Mississippi, 1923, p. 27. 


20 House Documents, No. 35, 17th Congress, 2nd Session (1828), p. 3. 
21 House Documents, No. 11, 24th Congress, Ist Session (1835), p. 3. 


a 
te 
i 


FLOOD CONTROL IN YAZOO-MISSISSIPPI DELTA 155 


mercial convention in Memphis, expressed the “inland sea” philosophy which 
was to become the theme song of flood control promoters. 

Although the Congress remained reluctant to assume any responsibility for 
flood control, the building of levees as a means of improving the navigation 
served a flood control purpose. After the creaticn of the Mississippi River Com- 
mission in 1879 substantial funds were available for levee building. Local levee 
boards cooperated closely with the Mississippi River Commission and in this 
way furthered flood control under the guise of navigation. It was in 1882 that 
the Mississippi River Commission began to make allotments for levee building 
in the Yazoo-Mississippi Delta. The gradual growth of federal interest in flood 
control is fully reflected in the records of the Mississippi Levee District and the 
Yazoo-Mississippi Delta Levee District. 

From 1865 to 1882 Levees in the Mississippi Levee District were built entirely 
by the local Levee Board. With cotton production disorganized as a result of 
the Civil War, it was very difficult to raise funds to repair and rebuild the 197 
miles of levee for which the board was responsible. Heavy taxes on cotton pro- 
duced and on land frequently failed to yield the sums needed for essential levee 
work and it was necessary to ask for direct contributions in cash or in labor 
and teams. By the hardest means a line was maintained. 

In 1865 it was estimated that the controlling levee of the Mississippi Levee 
District averaged 15,000 cubic yards per mile. By 1882 about 6,160,339 cubic 
yards of additional work had been completed, giving the main levee an average 
of 42,617 cubic yards of earth per mile. This work involved 78.8 miles of new 
levee as well as much repair work. In placing the new levee further from the 
caving river bank, over 90 miles of main line levee was abandoned between 1865 
and 1882. During this period $3,557,918.47 was spent by the Levee Board. See 
Table 1. The United States made no contribution to levee building in the Mis- 
sissippi Levee District before 1882. 

From 1882 to 1917 the United States assisted local levee districts in closing 
crevasses and in building some of the larger levees. United States work at this 
time was largely done under authority of appropriations made for navigation 
improvements and in no way did the United States, during this period, assume 
responsibility for flood control. The Mississippi River Commission and the U.S. 
Engineers took the view that closing breaks was essential to the maintenance 
of an adequate channel. In this way federal funds were increasingly used for 
what was soon to become essentially a flood control program. 

From 1882 to 1917 the Mississippi Levee District undertook one of the most 
ambitious flood control programs ever attempted by a local organization or even 
by a state. The great floods of 1882, 1883, and 1884 left the line in ruin and 
made it necessary to plan for an almost entirely new levee further back from 
the caving bends. 

With the gradual development of levees on the Arkansas side of the Mis- 
sissippi River, the Mississippi Levee District found it necessary to constantly 
increase levee heights and to strengthen the line with costly banquettes. These 
efforts prevented overflow of the Delta during years of moderate flood, but they 
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were not adequate in the great flood years of 1890, 1897, 1903, 1912, and 1913. 
Following each overflow a campaign was launched to obtain from Congress 
greater federal aid for flood control and to collect larger amounts from local 
sources. 

Despite the inability of local levee boards to finance levees of the size needed 
to withstand major floods, federal funds available for levee building were in- 


TABLE I 
Levee Construction and Costs in the Mississippi Levee District from 1865 to July 1, 19481 
MILES OF | wites OF | AVERAGE U. S. GOVERNMENT 

1865 197.90 15,000 
1865-1882? (a) 91.24 | 78.80 $3,557,918.47 none 
1882 185.46 42,617 
1882-1917? (b) 187.33 | 184.96 15,322,517.85 | $6,321,957.06 
1917 183.09 299 , 249 
1917-1928? (c) 17.89 | 26.56 8,558,676.08 | 10,331,743.20 
1928 191.76 406 ,218 
1928-1948? (d) 77.51 | 67.23 5,746,783.61 | 36,792,587.36 
1948 181.48 1,007,895 

373.97 | 357.55 $33, 185,896.01 | $53,446 , 287.62 


Total levees constructed—555.43 miles 
Total levees abandoned —373.97 miles 
Present length of levee —181.46 miles 

1 The above table includes Brunswick Extension, but does not include levees built in 
Coahoma County. 

2 From 1865-1877 known as the Board of Levee Commissioners for Bolivar, Washington, 
and Issaquena Counties. From 1867 to 1882 (a) levees were built entirely by the Levee 
Board. From 1882 to 1917 (b) the federal government only assisted in levee building and 
closing breaks. From 1917-1928 (c), under the Humphreys-Ransdell Flood Control Bill, 
the government built all the levees and the Levee Board contributed one-third of the cost 
and furnished all rights-of-way. In 1928 (d), under the Jadwin Plan, the government began 
to build all the levees and the Levee Board furnished all the right-of-way and undertook to 
maintain the levee. In recent years other flood control laws of the United States have 
also provided funds for the purchase of levee right-of-way in certain instances. 

Sources: Compiled by W. E. Elam, Chief Engineer, Board of Mississippi Levee Com- 
missioners, October 12, 1948. 


creased very slowly. National interest in the ‘Mississippi problem” was not 
seriously aroused until after the disastrous overflow of 1912 and 1913. It was 
1917 before the first federal flood control act was passed. The determination 
with which local interests carried out flood fights and levee enlargement pro- 
grams after every major overflow doubtless had much to do with winning fed- 
eral support for flood control. 

From 1882 to 1917 the levee of the Mississippi Levee District was increased 
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in strength from about 42,617 cubic yards per mile to almost 300,000 cubic 
yards per mile. This tremendous increase represented the placing of 41,404,310 
cubic yards of earth by the Levee Board at a cost of $9,016,049.98 in direct 
construction expenses and total expenses of $15,322,517.85" and the completion 
of United States contracts for 30,328,109 cubic yards at a total cost of 
$6,321 ,957.06. Over 184 miles of new levee was built in the Mississippi Levee 
District from 1882 to 1917. This meant the abandonment of about 187.3 miles 
of levee in favor of safer positions. 

With the passage in 1917 of the Humphreys-Ransdell Flood Control Bill the 
United States acknowledged a partial responsibility for the flood problem in 
the Mississippi Alluvial Valley. Under this act the United States undertook to 
build all of the levees with the local levee boards contributing one-third of the 
construction costs and furnishing all of the right-of-way. It was under this act 
and amendments that the United States expenditures for levee building began 
to equal, and later to exceed, local contributions. In the Mississippi Levee Dis- 
trict the United States government undertook the placement of 31,938,455 cubic 
yards of levee from 1917 to 1928 at a total cost of $10,331,743.20. 

Although the United States government under the Flood Control Act of 1917 
was to undertake levee construction on a large scale, the needs of the Missis- 
sippi Levee District were so great that the Levee Board continued to let con- 
tracts for levee building and repair. Between 1917 and the 1927 overflow, Levee 
Board contracts for 5,782,170 cubic yards at a direct cost of $2,672,373.67. Total 
expenditures of the Mississippi Levee District for this period amounted to 
$8,558,676.08. This included cash payments of $2,734,024.59 on work carried 
out by the U. S. Engineers and $439,056.58 in right-of-way costs. 

With the flood of 1927 interest in the ‘Mississippi problem” became truly 
national. The comprehensive flood control act passed by Congress in 1928 es- 
tablished flood control in the Mississippi Valley as a federal responsibility. 
Under the 1928 act the local levee boards were not asked to pay any of the 
costs of levee building, but were expected to furnish right-of-way. Subsequent 
federal flood control legislation has also provided funds for right-of-way expense. 

In 1917, according to records of the Mississippi Levee District, the control- 
ling levee contained about 300,000 cubic yards of earth per mile. Under the 
stimulus of federal aid the volume of the levee was increased to about 406,218 
cubic yards per mile by 1927. The high water of that year made it certain much 
larger levees would be needed if the alluvial valley was tc be secure from Mis- 
sissippi overflow. 

Under the 1928 flood control act and amendatory legislation approximately 
135,000,000 cubic yards of levee work has been completed in the Mississippi 
Levee District. The controlling levee of the Mississippi Levee District now con- 
tains more than 1,000,000 cubic yards of earth per mile. From 1928 to 1948 


22 In addition to $9,016,049.98 in direct contract cost, this includes $1,284,241.19, high 
water cost; $1,366,938.15, right-of-way cost; $2,705,416.58, interest on borrowed money; 
$303,635.07, engineering expenses; $307,805.78, officers, salaries, and expenses; $106,070.65 
for levee maintenance; and $169,360.45 paid on U. 8S. contracts. 
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the United States spent $36,792,582.62 in this levee district. Local expenditures 
for levee construction since 1928 amounted to $311,784.37. Total Levee Board 
expenditures of $5,746,783.61 between 1928 and 1948 were largely for right-of- 


_ way purchased before 1934 and for interest on the bonded debt of the District. 


Since 1865 the Mississippi Levee District has spent over 33 million dollars for 
flood control work. United States expenditures in this district, to date, are about 
54 million.” 

The gradual growth of federal interest in Mississippi Valley flood control 
problems came as the result of many years of effort by the states, counties, and 
levee boards to sell the idea that flood control in the Mississippi Valley was a 
truly national problem. Every conceivable means, from the simple and direct 
memorial to Congress asking aid for flood stricken areas to the huge flood control 
conventions of modern times, was used to win federal support for Mississippi 
Valley flood control projects. 


23 In addition to 54 million dollars for levee building, the United States has invested 
about $33,447,000 in revetment in the Mississippi Levee District. With the main levee line 
nearing completion, bank stabilization work is of increased importance. 
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TOWARD A DEFINITION OF INTEGRATION 
WERNER Z. HIRSCH* 
University of California 


Mr. Justice Reed delivering the opinion of the Supreme Court recently stated 
that:'... “In the Unites States v. Paramount Pictures, ...we were presented 
with a situation in which the government charged that vertical integration was 
illegal under the Sherman Act. We held that control by the major producer- 
distributors over nearly three-quarters of the first-run theaters in cities with 
population over 100,000 was not of itself illegal....In outlining the factors 
which we considered to be significant in determining the legality of vertical in- 
tegration, we emphasized the importance of characterizing the nature of the 
market to be served, and the leverage on the market which the particular ver- 
tical integration creates or makes possible. A second test which we considered 
important in the Paramount case was the purpose or intent with which the 
combination was conceived. When a combination through its actual operation 
results in an unreasonable restraint, intent or purpose may be inferred. . . . 

8. It seems clear to us that vertical integration, as such without more, can- 
not be held violative of the Sherman Act. It is an indefinite term without ex- 
plicit meaning.” 

Mr. Justice Reed’s statement indicates the courts’ dilemma with regard to 
integration. Economists, lawyers and the courts, all are concerned with various 
aspects of the economic phenomenon of integration. Examination of the litera- 
ture leads to the conclusion that the present literature on integration is badly 
handicapped by the absence of a consistent set of workable and meaningful 
definitions. While the concepts of horizontal integration, vertical integration 
and complementary integration are widely used, they are seldom precisely de- 
fined. These concepts, as used in the economic as well as legal literature, suffer 
also from the fact that the various types seldom appear in isolation. It is the 
way in which the various types are combined that is of considerable impor- 
tance. The lack of a set of workable and meaningful definitions of integration 
which does reflect some of the more important economic implications and rami- 
fications associated with it may be one of the reasons why the courts have such 
a hard time to render judicious opinions on integration and its effect on public 
welfare. The legal profession apparently was and is looking to the economist to 
furnish such definitions. 

It is felt that if one is attempting to make some contribution in the field of 
integration, a term which has been used very loosely, aspects of the phenomenon 
leading to different economic implications should be isolated and given special 


* The writer wishes to acknowledge his indebtedness to Professor Ewald T. Grether, 
Dean of the School of Business Administration, Professor Robert A. Gordon, Department 
of Economies, and Professor Richard W. Jennings, Professor of Law, University of Cali- 
fornia, for critical reading of the manuscript and many helpful suggestions. 

1 United States v. Columbia Steel Co., 334 U. 8. 495,688. CT. 1107. 
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names. The particular breakdown and definitions used here are put forth after 
an extensive search through the existing literature on the subject and even more 
extended analysis of various facets of the phenomenon in the light of prevailing 
economic theory.” The writer proposes to offer definitions for the different kinds 
of integration. To do this requires that the phenomenon of integration be dis- 
sected and its components grouped and classified. This is done in the hope that a 
more profound knowledge of the behavior of the different components of integra- 
tion will facilitate the understanding of its implications and ramifications. As has 
been shown elsewhere’ it is the multiple plant aspect and its effect on the firm’s 
revenue and cost, i.e., net effects of horizontal integration, which distinguish 
horizontally integrated firms. At the same time, it is the multiple level aspect® 
i.e., the firm’s operation on more than one level of the production-marketing 
process which exerts an influence on the revenue and cost behavior of vertically 
integrated firms. The aggregate of these forces may be referred to as the net 
effect of vertical integration. Most economic theory deals exclusively with single 
commodity cases. Naturally, such an analysis lacks realism, because in the work- 
ing eccnomy there are relatively few firms which do not handle multiple com- 
modities and practice some sort or another of product differentiation. Inter- 
commodity relations and their effect have a pronounced bearing on firms’ 
production-marketing and sales efforts through their influence on revenue and 
cost.* It is thus the multiple commodity aspect and in particular complemen- 
tarity which has to be introduced into many analyses of integrated firms. 

Horizontal integration and vertical integration will be considered to be the 
two fundamental types. A dichotomy will follow in the form of a single com- 
modity handled versus complementary commodities handled by the integrated 
firm. The various possible combinations will then come up for discussion with 
some of the cases supplemented by illustrations. Because of their applicability 
to the study of integrated firms and industries, complementary vertical integra- 
tion and complementary horizontal and vertical integration will be sub-classified 
into three subtypes, i.e., varieties, depending on whether flow of commodities 
over various production-marketing levels is divergent, convergent, or parallel. 

A. As has been indicated, horizontal integration is one of the fundamental 
types. A horizontally integrated firm controls a number of units’ all handling simi- 
lar commodities’ on one and the same level of the production or marketing process; 
and its management controls a unified profit policy. 


2 See Werner Z. Hirsch, Economics of Integrated Marketing in Agriculture. Ph.D. Thesis, 
1949, University of California, on deposit in its library. 

3 Ibid., pp. 66-96. 

4 Levels in this paper will correspond to positions which in the absence of vertical inte- 
gration are occupied by specialized middlemen. 

5 Hirsch, op. cit., pp. 98-136. 

6 Ibid., pp. 158-174. 

7 While it is recognized that the following is not an unequivocal definition one may de- 
fine a unit as a plant, warehouse, store or farm which could constitute a firm, if horizontal 
integration were absent. 

8 Commodities can be grouped into three broad classes; competing, completing and 
independent commodities. Such a classification can be carried out from a firm’s sales view, 
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Thus, for example, the California Almond Growers Exchange is a horizontally 
integrated marketing cooperative. It controls a number of packing units, each 
handling only almonds. The central office in Sacramento operates a central plant 
and its aim is presumably to maximize profits to its members. The organization, 
which in 1946 handled in excess of 70 per cent of all United States almonds, sells 
its product through food brokers.°® 

B. This integration type can be supplemented by complementarity. A com- 
plementary horizontally integrated firm controls a number of units which together or 
separately handle complementary commodities'® on one and the same level of the 
production or marketing process; and its management pursues a unified profit pol- 


The California Prune and Apricot Association, for instance, can be considered 
to fall into this category. This firm dries and packs in numerous plants about 
33 per cent of all United States prunes, 25 per cent of all United States dried 
apricots and about 15 per cent of all United States dried peaches. This dried 
fruit is almost exclusively sold through food brokers." 

C. Vertical integration is our second fundamental type. A vertically integrated 
firm controls a number of different operations in the production and/or marketing 
of similar commodities on successive levels; and its management pursues a unified 
profit policy. It should be pointed out, however, that vertical integration may 


a firm’s production-marketing view, and a firm’s overall net profit view. From a firm’s 
sales view, commodities x and y are competing with each other, when their marginal cross 


total revenue coefficient is negative, completing when positive, and independent when 
zero, i.e., 


a2R(x + y) < 0—competing from a firm’s sales view, 


dqz 8gy > 0—completing from a firm’s sales view, 
= 0—independent from a firm’s sales view; 
Where R = total revenue per time unit, and g = quantity per time unit. (See S. Carlson, 
A Study on the Pure Theory of Production, pp. 91-95). 
From a firm’s production-marketing view, commodities x and y are competing with 


each other when their marginal cross production-marketing cost coefficient, i.e., = 
is positive, completing when negative and independent when zero, where C = total cost 
per time unit. (See zbid., pp. 81-83). 

From a firm’s overall net profit view, commodities x and y are competing with each 
other when the marginal cross net profit coefficient, i.e., ae is negative, completing 
when positive, and independent when zero; where + = net profits per time unit. 

If two commodities are perfectly competing from a firm’s overall net profit view, these 
commodities are similar, i.e., one commodity. For our purposes, commodities to be similar 
need not be perfectly competing. They can be less than perfect substitutes with respect to 
a certain characteristic, but they must have a considerable degree of substitutibility with 
respect to the characteristic concerned. 

In summary, one can speak of a commodity if the marginal cross net profit coefficients 
of its components are negatively infinite or close to it. 

® Almond Facts, Nov.-Dec. 1947, p. 1-3. 

10 See footnote 8. 

11H. C. Hensley, ‘‘Sunsweet Story” (U. S. Farm Credit Administration) News for Far- 
mer Cooperatives, Nov. 1947, pp. 12-13. 
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take place in the direction to the ultimate consumer, to the major raw mate- 
rials, or in both directions simultaneously. Backward vertical integration exists 
if the unit which initiated the vertical integration is closer to the ultimate con- 
sumer than any other unit. On the other hand, forward vertical integration exists, 
if the unit which initiated the vertical integration is further away from the ul- 
timate consumer than any other unit. The fact is that there exist very few ex- 
amples of such purely vertical integration. A very important reason for the lack 
of large purely verticaily integrated firms seems to be the fact that a substantial 
volume has to be handled by the firm before vertical integration can be intro- 
duced profitably. Large production or marketing volume is usually associated 
with multiple plants (horizontal integration), or multiple commodities (comple- 
mentarity), or both. 

D. Vertical integration can also be supplemented by complementarity. A com- 
plementary vertically integrated firm controls a number of different operations in the 
production and/or marketing of complementary commodities on successive levels; are 
brought under a single managerial control and its management pursues a unified 
profit policy. Such a complementary vertical integration can be of the divergent, 
convergent and parallel variety. Either of these varieties can be forward, back- 
ward, or both. In the divergent forward variety the firm starting with one or 
few commodities breaks them up into numerous complementary commodities 
while pushing them closer to the consumer. The Petaluma Cooperative Cream- 
ery, for instance, operates a sizable creamery in Petaluma, California. Among 
its most important products are fluid milk, cottage cheese, and butter. In 1947 
the firm’s sales amounted to about $6,500,000. Part of its butter is sold to Golden 
State, which has a contract with the cooperative and here assumes wholesale 
functions. About 25 per cent of the butter is sold at retail by the creamery which 
operates its own retail milk routes and one retail store. This example illustrates 
the fact that whenever multiple commodities are invoived the degree of vertical 
integration cannot be measured precisely in mathematical terms, the reason being 
that not all of the commodities pass through the same marketing channels. 

In contrast to the divergent forward subtype, firms having convergent back- 
ward integration pull in numerous raw materials and services in order to manu- 
facture and seli one or a few commodities; while firms having forward parallel 
integration start with a number of complementary commodities and push them 
closer to the consumer without much change in their number. 

E. One also finds the two fundamental types in combination. A joint hori- 
zontally and veriically integrated firm controls a number of vertically integrated units 
all handling similar commodities on successive levels of the production and/or mar- 
keting process; and iis management pursues a unified profit policy. “See’s Candy 
Shops,” Inc., for instance, owns two plants which exclusively manufacture can- 
dies, and about 80 retail stores which sell these candies directly to consumers. 

F. Finally, there is a combination of the two fundamental types of integra- 
tion supplemented by complementarity. An integration is complementary, hori- 
zontal and vertical, if a unified profit policy pursuing management controls a number 
of vertically integrated units all handling complementary commodities on successive 
levels of the production and/or marketing process. There can be little doubt that 
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most of the so-called integrated firms are of this nature, although admittedly 
complementary, horizontal and vertical integrations of different degrees are com- 
bined. The involved complementary vertical integration may be forward, back- 
ward or both as well as divergent, convergent and parallel. 

The divergent variety of complementary horizontal and vertical integration, 
for instance, appears to be common to numerous large scale enterprises in the 
lumber, petroleum, mining and baking industries among others. Thus, for in- 
stance, the Standard Oil Company of New Jersey, a two billion dollar corpora- 
tion with 240 subsidiaries and affiliates, produced in 1940 about 10 per cent of 
the world’s crude oil, refined about 14 per cent of the world’s crude oil and held 
about 12 per cent of the world’s total tanker tonnage.” 

Initially the Standard Oil Company produced one commodity, i.e., crude oil. 
In 1940 it drilled oil on 25 oil fields in a multiple unit operation and refined the 
crude oil in about 40 refineries into numerous complementary products, such as 
gasoline, Nugol, Flit, Molac, Mistol, synthetic rubber, lubrication oils, cosmetics, 
etc. These numerous complementary commodities are pushed close to the con- 
sumer by the company. 

Another example is the National Biscuit Company, (“Nabisco”) which in 
1947 sold for about one quarter of a billion dollars half of the industry’s goods. 
Milling its own flour, Nabisco converted flour into 215 cracker and cookie vari- 
eties, bread, cake, doughnuts, shredded wheat, bran cereals and dog biscuits. 
These hundreds of products were sold by Nabisco through its 244 sales branches 
to most United States grocery stores.% 

At the same time one can speak of a convergent variety of complementary, 
horizontal and vertical integration if numerous complementary raw materials 
and services are combined into one or a few products. Thus, for example, the 
Ford Motor Company with its iron mines and steel mill, glass plant and tire — 
factory, soybean plantations and manufacturing plants as well as assembly 
plants, uses numerous materials, services and plants in order to produce almost 
exclusively motor vehicles.“ 

Not less important a variety of complementary horizontal and vertical in- 
tegration is the parallel one. In this case, divergent as well as convergent rela- 
tions are missing and in certain instances the integrated firm handles about the 
same number of complementary commodities on the different levels of the pro- 
duction-marketing process. Mail order houses and food chainstore systems, 
among others, are typical parallel complementary, horizontally and vertically 
integrated firms. Thus for instance, in 1946, the New York Great Atlantic and 
Pacific Tea Co. (A & P) with its 14 subsidiaries moved about 7 million tons of 
food and groceries valued at about 2 billion dollars. While accounting for in 
excess of 10 per cent of all United States chainstore sales, A & P had about 100 
field buying offices, 9 coffee blending and roasting and 4 manufacturing plants, 
2 milk condensories, a fishing fleet, and 4 Alaska canneries which supplied about 
56 grocery, 4 butter and 3 fish warehouses. The 500 odd commodities which had 


12 “Standard Oil Co., (N. J.)”, Fortune, April 1940, p. 49 and May 1940, pp. 84-85. 
13 “Nabisco: The Dough is Rising,’”’ Fortune, June 1948, pp. 86-91. 
14 “The Rebirth of Ford,’ Fortune, May 1947, pp. 82-88, 204-211. 
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been pushed from the field buying offices to these warehouses continued their 
way to about 5,000 retail stores, where they finally reached the consumer."® 

The set of definitions offered so far may not be sufficiently flexible, while at 
the same time they may not apply to all cases which, for various reasons, may 
_ seem desirable to be included. With this in mind some additional concepts will 
be introduced. 

If integration is carried out through the physical assumption of certain func- 
tions, costs as well as demand effects will occur. Thus, for instance, firms in- 
tegrating vertically by assuming physical functions on successive levels are apt 
to incur economies (and diseconomies) of vertical integration which find their 
expression in downward (and upward) shifts of their cost functions. Simultane- 
ously, demand shifts may come about.!* Apparently it is primarily for the sake 
of these cost and demand shifts, by which firms can enhance their multi-seasonal 
profit standing, that firms integrate certain functions. 

Apart from the direct assumption of physical functions by the integrating 
agency which leads to full-fledged integration, there exist techniques which, in 
certain respects, resemble them in parts of their results. Thus, effects on either 
the demand or cost side may be missing. In other cases the effects will be less 
pronounced than they would be had the firm taken over complete physical func- 
tions. All such techniques will be referred to as partial integration, which is fully 
consistent with the earlier given definitions, but requires a more liberal inter- 
pretation of the concepts of “single management control” and “Pursuance of a 
unified profit policy.” 

With respect to vertical integration and its various combinations five major 
techniques (among others) of partial vertical integration have been used exten- 
sively. In many instances producers initiated aggressive sales promotions aimed 
directly at ultimate consumers. While such a practice helps to avoid much over- 
lapping advertising efforts, this consideration is perhaps only secondary to the 
fact that it enhances producers’ influence over consumer and thereby over whole- 
saler and retailer. Another technique is pre-packaging and storing of branded 
commodities by producers. Such a procedure may assist in decreasing retailing 
costs by furnishing retailers in relatively short intervals small quantities of goods 
in a form which requires little, if any, further handling. Although such a practice 
may help retailers to save labor, storage facilities and capital per volume of sales, 
at the same time it also augments producer’s hold and influence over consumer 
and middleman. Extension of credit and other financial arrangements by manu- 
facturers and particularly by wholesalers often similarly affect middlemen and 
consumers through an invisible chain. Partial vertical integration can also be 
attained through such legal devices as exclusive dealer contracts, which in their 
effects very closely approximate full-fledged vertical integration. 


18 “The Great A & P,” Fortune, Nov. 1947, pp. 103-107, 249-260. 

16 Thus, for instance, vertical integration can lead to positive demand shifts because 
profits from certain levels can be used to subsidize advertising and low cost policies on 
other levels. Demand, however, may decrease if the integrated firm grows toc large, if 
factor prices are depressed or independent dealers forced out of business. 


is 
4 


TOWARD A DEFINITION OF INTEGRATION 165 


There is another vehicle, although quite different in kind, which has been 
used with certain effects similar to those of full-fledged vertical integration. Ir- 
respective of merits and demerits, the Fair Trade Legislation offers an example 
of how government action, intentionally or unintentionally, can bring producer 
(and wholesaler) closer to the consumer. The effects of these price maintenance 
acts find their expression in that producers (or wholesalers) determine by a con- 
trolled pricing mechanism the prices which consumers have to pay for their 
goods. 

There exist also numerous techniques by which horizontal integration can be 
implemented. The building of new plants and mergers of already established 
plants are among the most important devices leading to full-fledged horizontal 
integration. There exist also many techniques which make for partial horizontal 
integration in their effect on the demand side. Among the more important tech- 
niques of partial horizontal integration are marketing agreements (which are 
particularly important with regard to agricultural specialty crops), cartellization 
and industry advertising. Agricultural marketing cooperatives, particularly the 
federated ones, do not always exhibit all-around full-fledged integration, but in 
certain respects they suffer from lack of complete control. 

The above set of definitions fits in well with prevailing micro-economic theory 
and its manifold tools can be drawn upon. Furthermore, these definitions make 
problems of integration subsidiary to those of monopoly, thus tying in integra- 
tion with Anti-trust legislation and enforcement. 

After having dissected the phenomenon of integration into its numerous com- 
ponents it becomes clear that effects of different integration cases can be better 
judged if their multiple commodity, multiple unit, as well as their multiple level 
aspects are examined. In this sense integration is multi-dimensional and usually 
quite complex. It is by no means enough to show that the four largest firms of 
a particular industry control a given percentage of the industry’s output, in 
order to know the degree of horizontal integration in the industry and thus infer 
its impact on public welfare. One has to inquire also into the inter-commodity 
and inter-level relations. They often may be just as or perhaps more important. 

Once economists and the courts see clearer about the implications of the nu- 
merous types and degrees of full-fledged integration, it will become easier to 
detect and analyse cases of partial integration which at first may not be dis- 
tinguishable to the inexperienced eye. There appear to exist partial integration 
techniques which resemble full-fledged integration very little. Pre-packaging and 
storing of branded commodities is an example. Yet there are such techniques as 
exclusive dealer contracts which may be used in a way that does not differ much 
from full-fledged vertical integration in its results. 

It is hoped that the above presented definitions may assist inductive and de- 
ductive research in integration in its attempt to establish comparative tendencies 
of the relative magnitude and stability of such economic variables as prices, 
volumes of output and supply, costs and marketing margins, profits and levels 
of income; and that they may be useful in studying the institutional and legal 
aspects of integration. 
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THE NORWEGIAN INVESTMENT PROGRAM 
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There are many aspects of the recovery plans for Norway that justify careful 
study. In terms of the proportion of national product being devoted to invest- 
ment the Norwegian program is the most ambitious in Western Europe. This 
high level of investment is being accepted by the people of the country despite 
widespread recognition of the consequent severe reduction in the standard of 
living. General elections in the fall of 1949 indicated wholehearted acceptance 
of the austerity necessary to carry out the reconstruction and development 
plans. Lack of communist strength and absence of internal disorder provide 
encouraging demonstration of the ability of democratic government to deal 
with difficult economic problems under existing world conditions. 

But in certain respects the Norwegian recovery effort differs from those of 
the other Marshall plan countries. Norway, with its population of something 
over 3,000,000 people, is a sparsely settled country. It still has many unde- 
veloped resources, particularly its potential hydro-electric capacity and the as- 
sociated chemical and non-ferrous metal industries. Real recovery for the Nor- 
wegian economy, therefore, will not be a return to a pre-war level = rather a 
development which makes more effective use of its resources. 

Before 1939 Norway had a surplus on the international balance of wiationes 
which was enabling her steadily to reduce the net debt to foreign countries 
which had accumulated during the earlier period of capital investment from 
abroad. Foreign trade played a very important part in the Norwegian economy 
as demonstrated by the fact that just before the war the value of her import 
of goods equalled slightly more than one-fourth of her national product of ap- 
proximately 4,550,000,000 kroner.! Particularly important in securing the favor- 
able balance of payments was the income earned by her merchant marine. In 
1938 these receipts amounted to 689,100,006 kroner, while export of goods (in- 
cluding ships) was only 785,300,000 kroner.? The most important exports were 
metals and ores, fish and fish products, pulp and paper, and fertilizer. The more 
significant imports included grains, coal, steel, petroleum products, textiles, 
machinery, and ships. 

The war caused a very heavy loss in Norway’s capital equipment. The gross 
tonnage of her merchant fleet dropped from 4,900,000 in 1939 to 2,700,000 at 
the end of the war.’ The only significant coal mines were totally destroyed. The 
main iron ore plants at Syd-Varanger were completely wrecked, and the 1948 


1 Memorandum on a Norwegian Long Term Program, p. 2. Submitted to OEEC by the 
Norwegian Government in mimeograph form, Oct. 1948. Unclassified. 

2 Ibid., p. 3. Table I. Balance of Payments on Current Account, 1938. 

* European Recovery Program, Norway Country Study, p. 9. Economic Cooperation Ad- 
ministration, February, 1949. 
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production rate for all mines was only slightly above 20 per cent of 1938‘. De- 
struction was also serious for inland transporation, housing, fishing and whaling 
vessels, and public buildings. Industrial raw materials and consumer goods stocks 
were so depleted that normal operations became impossible. Ships and machin- 
ery were used without proper maintenance or replacement. 

The war was also extremely disruptive of Norway’s trade pattern. Although 
about 29 per cent of her exports went to Germany in 1938 and 17 per cent of 
the imports came from there,® these figures moved to over 80 per cent in the 
war years, and the emphasis was on exports. Particularly did Norway feel the 
wartime shortage in relation to machinery purchases even though a large part 
of these came normally from Germany. The end of the war brought a sudden 
shift in the opposite direction, so that by 1947 only 1.8 per cent of the imports 
were coming from Germany and 2.6 per cent of the exports were going there.*® 
Trade with the United States replaced that with Germany to a large degree, 
particularly as a source of imports. But unfortunately for Norway we did not 
replace Germany as a market for fish, whale oil, metals, and ores. 

During the war the Germans covered the major part of their occupation costs 
by drawing more than 11,000,000,000 kroner from a special advance account 
set up with the Bank of Norway. In order to offset the inflationary pressure of 
these advances to the occupation forces, the Norwegian government managed 
to secure a surplus on their ordinary budget of 1,300,000,000 kroner for the 
war period. In addition, long term loans of 2,130,000,000 kroner were raised and 
almost 3,000,000,000 on short term loans. Despite these efforts, the Bank of 
Norway notes in circulation rose from 564,000,000 kroner in January, 1940, to 
3,039,000,000 kroner in May, 1945, and the call deposits (excluding government 


accounts) from 79,000,000 kroner to 1,584,000,000 kroner.’ Controls were in- - 


stituted on prices, wages, and dividends. Subsidies helped to keep consumer 
prices down and minimize the effect upon the lower income group. As a result 
of these controls and the vigorous fiscal policy, the inflationary impact was much 
less than might have been anticipated. The index of the cost of living rose to 
160 in 1945 (1937 = 100), but by January, 1950, further rise had been limited 
to four points. Keeping this tremendous inflationary pressure under control 
until a new financial balance could be achieved was a difficult task, especially 
since Norway was also determined to engage immediately after liberation in an 
ambitious program of investments that would add to the pressure. 

Undaunted by these difficulties the Norwegian people embarked upon a large 
scale reconstruction program. The outline of this plan which was presented in 
connection with the government’s fiscal budget in February, 1946, called for total 
net investments between 6,000,000,000 and 8,000,000,000 kroner. Up to 


4 Memorandum on a Norwegian Long Term Program, p. 40. 

5 Ibid., p. 3. Table I. Balance of Payments on Current Account, 1938. 

6 Ibid., p. 20. 

7 Ibid., Annex 4, p. 2. 

8 Monthly Bulletin of Statistics, p. 169. Statistical Office of the United Nations, March 
1950. 


Tet 


168 R. M. HAVENS 


2,000,000,000 kroner of these funds was to come from anticipated foreign in- 
vestments, and about 2,500,000,000 kroner was to come from utilization of 
foreign exchange reserves built up during the war, especially from insurance 
collections on destroyed shipping. The remainder was to come from domestic 
savings with consumption being placed at ninety per cent of prewar totals (al- 
lowing for the population increase, per capita consumption was to be somewhat 
below 90 per cent of prewar). It was hoped that a gradual increase in consump- 
tion could be permitted so that prewar standards would be re-established by 
1951.° 

But serious problems were encountered. The rapid rise in import prices dis- 
sipated a considerable part of the value of the foreign exchange reserves and 
increased the amount of foreign loans that were required. The terms of trade 
also moved strongly against Norway when the increase in ocean freight rates 
was more than offset by the rise in import prices. 

Despite these difficulties Norway moved resolutely toward the goal of achiev- 
ing her own recovery. To a limited degree in her own yards, but primarily by 
contracts with foreign builders, she began the rebuilding of her merchant marine, 
and by July 1, 1948, the total gross tonnage had been increased by almost 50 
per cent to a total of 4,060,000 gross tons, and additional contracts had been 
let that would raise the figure somewhat above prewar levels. Heavy cash pay- 
ments were made on this construction, but large amounts were financed by 
mortgage which will require heavy amortization payments during the next few 
years. Although these new ships will raise the efficiency of the merchant fleet 
well above the immediate postwar level, it is doubtful if the average efficiency 
will be as high as it was in 1939. But the increase in size is anticipated to offset 
the reduction in efficiency so that the contribution to national income and the 
balance of payments will be back to prewar levels by 1953. Losses to the whaling 
fleet were almost restored by 1948 except for some of the smaller boats. The 
fishing fleet also suffered severe destruction during the war, and while prewar 
numbers were soon restored a major program of modernization is still needed. 
Norway hopes by improved processing and refrigeration to expand the market 
for her fish. Frozen fish fillets, fish oil as a substitute for edible vegetable oil, 
and fish meal as a feeding stuff are the major outlets which it is now hoped to 
reach. 

Another major investment field is in forestry products. Norway is one of the 
few European countries which can expand this industry without overcutting. 
The greatest difficulty lies in the necessity of building expensive transportation 
facilities to reach new forest areas. New housing for workers, tools, and machin- 
ery will also be required. At a time of relatively full employment attracting 
additional workers into the rather unpleasant working conditions in the forests 
also has presented a problem. An investment of $21,000,000" and reduction of 
wood for heating as other fuels become more plentiful will, it is hoped, increase 


® Memorandum on a Norwegian Long Term Program, p. 30. 


10 The dollar calculations in the long term program were made with an exchange rate of 
4.97 kroner to the dollar which was in force in 1948. 
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the production of timber, pulp, and paper by at least 20 per cent above prewar 
levels." 

One of the really tremendous possibilities for expansion in Norway lies in the 
hydro-electric field. It is quite probable that proper development of the potential 
would result in annual output of as much as 100,000,000,000 kwh. In 1938 the 
actual output was 9,322,000,000 kwh. Some development took place even during 
the war and by 1948 the annual rate was well over 12,000,000,000 kwh. By 1952 
a further investment of $128,000,000 is expected to raise annual production to 
16,000,000,000 kwh.” This expansion promises to reduce the amount of im- 
ported fuel required and to furnish energy for a large increase in production of 
chemicals, non-ferrous metals, and steel. The Mo-i-Rana steel works, an ex- 
tremely interesting project, has been planned since 1939, but construction was 
not commenced until 1947. An area with a radius of 25 miles contains a billion 
ton reserve of 33 per cent iron ore, limestone, a deep water ice free harbor, and 
plenty of cheap potential hydro-electric power for electric blast furnaces. On 
the Rxsaga River an eight by eight meter tunnel 8000 meters long will bring 
the water to the turbines where the drop is 750 meters. A total capacity of 
300,000 kw can be generated in this project which will be sufficient for the an- 
nual production of the planned 600,000 tons of steel, but other power is avail- 
able in the area if further expansion is ever required. Some imported scrap will 
probably be used, but production at full capacity would be possible without it. 
The iron ore, which is a 50-50 mixture of hematite and magnetite, presents cer- 
tain technical problems in its utilization, but the Norwegians are confident that 
the processes as planned are feasible at a cost well under competitive figures. 
Total investment is estimated at $25,000,000 for the iron mines, $100,000,000 
for the steel works, and $44,000,000 for the power plant. Construction will be 
by stages with the first segment of about 200,000 tons capacity to be completed 
and producing in 1953." In addition the Syd-Varanger iron ore plants, which 
were destroyed during the war, are being rebuilt and by 1953 should be pro- 
ducing 1,500,000 tons of 33 per cent ore. 

Because of the German interest in aluminum production this industry suffered 
less than others during the war with construction on some new plants being com- 
menced. Recovery has been very rapid and production for 1948 was estimated 
at 30,000 tons or slightly above 1938. By 1953 the completion of new facilities 
is expected to raise this output to 95,000 tons. Both copper and nickel produc- 
tion by 1948 had reached their prewar levels of 11,000 and 8,000 tons respec- 
tively, and were expected by 1953 to rise to 13,500 and 14,000 tons. Zinc output 
should be brought back by the end of the Marshall Plan to the prewar level of 
46,000 tons." 


Owing to the mountainous terrain, highway and railroad construction in Nor- 


11 Memorandum on a Norwegian Long Term Program, p. 37. 
12 Tbid., p. 47. 


18 Unpublished Report of Inspection Trip on October 9, 1948, by John D. East, Program 
Review Officer, ECA Mission to Norway. Unclassified. 


14 Memorandum on a Norwegian Long Term Program, p. 42. 
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way has always been expensive, and these facilities have been rather inade- 
quate compared with most other European countries. Considerable destruction, 
particularly of bridges, took place during the war. Much of the repair to date 
has been of a temporary nature. Permanent rebuilding and expansion are the 

_Main jobs to be done by 1953. Length of railway lines was 3,970 kilometers in 
1938 and by 1952 it is hoped this will be extended to 4,500 kilometers. In addi- 
tion the electrified section will be expanded to something over 1100 kilometers. 
Highways will be increased in length from 41,400 kilometers in 1938 to 45,600 
kilometers in 1952.15 Certain replacements in the coastal shipping facilities will 
be required. 

The increase in population, the destruction of about 20,000 houses during the 
war, and the lack of proper maintenance for several years combine to make 
necessary a rather strenuous housing program. In the three years following 
liberation 38,500 permanent houses were built as well as a considerable number 
of temporary structures. Fu:ther, construction of 66,000 houses is contemplated 
during 1949-1952. In addition considerable construction is planned for tourist 
trade, government administration, hospitals, schools, and defense.'® 

Norway has always had a small textile industry engaged primarily in supply- 
ing particular types of cloth needed locally and not easily available elsewhere. 
Due to shortages during the war an expansion and modernization of the industry 
is now under way. Production of cotton yarn is to be increased from a prewar 
level of 2900 tons to 8500 tons by 1953 and woolen yarn from 5000 tons to 8000 
tons. Production of synthetic fibers also is planned and plant construction under 
way.” A limited production of special types of textiles needed by Norway, or 
an expansion based on synthetic fibers from locally available raw materials can 
probably be justified. The expansion from imported raw materials, however, 
seems to stem from a desire for an approach toward self-sufficiency in the field 
due to the wartime hardships. This very natural tendency, which appears in 
many of the European programs, must be corrected if efficient production based 
on geographical specialization and mass production is to result from the Mar- 
shall plan. OEEC is quite aware of the problem, and despite natural reluctance 
on the part of some countries investment of this type is being held down. The 
final solution, of course, depends upon the removal of trade barriers and the 
establishment of reasonable international exchange relationships. 

Investment in agriculture appears to be another example of Norwegian ex- 
pansion along rather questionable lines. The estimated volume of gross invest 
ment in this field for the period 1949-1952 was placed at $240,000,000."" The 
agricultural production of Norway is definitely limited by the climate and the 
nature of the terrain. Farms are small and mechanization possibilities are limited. 
Under these circumstances an investment of the size indicated in the long term 


8 Interim Report on the European Recovery Program, Vol. II, p. 683. Organization for 
European Cooperation, Dec. 30, 1948. 

16 Tbid., Vol. II, pp. 687-688. 

17 Memorandum on a Norwegian Long Term Program, pp. 46-47. 

8 Jbid., Annex 2, p. 55. 
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program is open to serious question. Norway has always imported the large bulk 
of its food requirements, and this heavy investment would only slightly reduce 
its import needs. From the viewpoint of European recovery reliance should be 
upon trade with the rest of the world rather than upon an attempt to reduce 
Norway’s dependence on external supplies of food. Perhaps the inclusion of 
heavy agricultural investment can be explained in part by the fact that the 
composition of the Storting is heavily weighted by representation from the 
rural areas, but the unfortunate experiences during the war when the Norwe- 
gians were cut off from trade with normal sources of food supply undoubtedly 
play a part in this desire to reduce the dependence upon trade for these items. 
But if European recovery is to proceed successfully these attempts at self-suffi- 
ciency along uneconomic lines must be resisted and trade between the countries 
must be increased, not decreased. Without any official change in the announced 
program the Norwegian government has acted to reduce this part of the invest- 
ments to more appropriate levels. 


A breakdown of the original Norwegian gross investment program for the 
four year period of the Marshall plan is as follows:!® 


It was estimated that of this total gross investment slightly more than 
$1,800,000,000 would be net investment. Internal savings were expected to fi- 
nance something over $900,000,000 of this net investment, $100,000,000 was to 
come from public and private foreign exchange holdings, and the remaining 
$800,000,000 was expected to come from ERP assistance and other capital im- 
port. Since the net national product for 1948 has been estimated at 8,600,000,000 
kroner (something over $1,700,000,000 at the old exchange rate), it is obvious 
that the foregoing investment program was extremely ambitous. Even though 
certain uneconomic elements were eliminated, the necessity remained for re- 
ducing some of the desirable items in the program. Foreign financing, including 
both ERP funds and private investment sources, will not equal $800,000,000. 
It is also doubtful that domestic financing will be able to carry the other 
$1,000,000,000. 

A net investment program which equalled from 20 to 25 per cent of the na- 


19 Tbid., Annex 2, p. 69. 
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tional income over a period of four years was certain to impose severe financial 
strains upon the economy. Particularly was this true since Norway emerged 
from the war with tremendous inflationary pressure generated from the expan- 
sion of currency and bank deposits in meeting demands of the German occupying 
forces. The Norwegian government is well aware of this problem, and definite 
steps have been taken to meet it. In order to encourage private savings, a rigid 
policy of consumption controls is being enforced. Heavy taxation is expected to 
continue recent budgetary surpluses. Increased military defense appropriations 
have been accompanied by additional taxes to cover their cost. Certain special 
taxes outside the regular budget have increased the surplus. These policies car- 
ried out with remarkable understanding and cooperation by the Norwegian 
peovle have resulted in a high degree of price and wage stability. As a result 
of this stable cost structure Norway has not encountered the difficulty in dis- 
posing of exports which has plagued many other countries. Subsidies have been 
used to offset the effect upon the cost of living arising from rapidly increasing 
food import prices, and the lower internal price structure maintained by these 
methods has permitted recapture through export taxes of a significant part of 
the cost of the subsidies. 

The social insurance system has also been extended. At the same time there 
has been control over the level of dividends, executive salaries, and interest rates. 
These policies have resulted in a considerable leveling of income, which has un- 
doubtedly reduced private savings. The Norwegian government, therefore, pro- 
poses to secure the necessary internal savings through institutional sources, 
governmental surpluses, and a definite program of encouraging private savings 
over the next few years. But admirable as these proposals may be it does not 
appear probable that they will be adequate for the financial burden placed upon 
them. 

In order to manage an investment program of this size a heavy import surplus 
must be financed. American assistance is covering a certain proportion of this 
need, but the remainder must come on a business basis. The Norwegians have 
not been sure whether this would be secured from normal private capital sources 
or from such a source as the International Bank, but they believe that if their 
efforts demonstrate that investment here is a good risk the necessary capital 
import can be secured. At the time of the 1949 re-examination of the long term 
programs, the Norwegian representatives admitted that considering the level of 
outside assistance available their investment program would have to be reduced. 
They indicated that the reductions would be in those fields least affecting Nor- 
way’s export capacity, so that attaining independence from special outside as- 
sistance by 1952 would be assured. Despite this investment program reduction, 
Norway has been asked in OEEC to undertake construction of additional fa- 
cilities for the production of aluminum, ferro-silicon, and iron ore in order to 
relieve European shortages. Such expansion will not be possible with the current 
level of American aid unless additional outside private financing can be secured. 

Since Norway in the postwar period has had almost full employment, the 
natural question of manning these new plants arises. Part of this labor is ex- 
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pected to come from the cessation of small scale uneconomic production for 
home consumption that arose during the war. Norwegian officials believe that 
modernization and rationalization will release a further supply. A number of the 
new plants will be located in areas where a shift from underemployment or oc- 
cupation in uneconomic agriculture or other activities will provide the necessary 
manpower. There will also be a small increase in the population of working age 
and perhaps a small amount of immigrant labor. In some areas a movement of 
women into industry is anticipated. If these calculations are correct, and de- 
velopments during the first part of the Marshall plan indicate that they are, 
there should be a sufficient labor supply for the new productive facilities and 
the output per man-hour should show a striking improvement by 1952. 

Looking ahead to the end of the Marshall plan the balance of payments on 
current account for 1952-1953 was estimated by Norway as follows:?° 


Expenditures: 
Import of goods and shins, £.0.D...... $740 ,000 ,000 
Freight and disbursements abroad of merchant marine............ 177,000,000 
Receipts: 
Export of guods and ghins, f.0D.......... $537 ,000 ,000 


Receipts and expenditures are not shown in balance because the government 
believes that even after the end of the Marshall plan Norway will still have 
tremendous possibilities for investment which will make it advisable for her to 
continue for some time as a capital importing nation. 

In summary, a study of the Norwegian long term program as presented to 
OEEC in 1948 and the activities of the country from 1945 to 1950 indicate that 
here is a people determined to earn their recovery and to merit any assistance 
they may receive. They have controlled their consumption levels in order to re- 
build their economy; they have increased their taxes to secure a budgetary sur- 
plus and to offset the inflationary pressure generated by the German occupation; 
they have used their foreign exchange reserves to buy ships, machinery, and the 
necessities of life, but not for unnecessary consumption goods. Their investment 
aims look unrealistically high on paper, but the solid accomplishments to date 
would make an economist hesitate to say that in large part they will not be 
attained. So far as Norway is concerned, the Marshall plan is a sound invest- 
ment in European recovery. 


20 Interim Report on the European Recovery Program, Vol. II, pp. 707-708. 
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The plastics industry, as it is now called, has survived its infancy and grown 
in size and importance until its emancipation from the chemical industry must 
be recognized. The latter industry has become actually a family of industries, 
including such mature members as fertilizers, vegetable oils, and explosives, as 
well as plastics. A complete separation of plastics from chemicals, however, is 
not easy to comprehend, either descriptively or statistically, due first to the 
lack of a single differentiating characteristic, and second, to the extensive oc- 
currence of joint products, processes and materials. The data now available, 
coming as thev do from many sources, are not always entirely comparable or 
homogeneous. However, statistics have been published by the Bureau of the 
Census since 1939, and the magazine Modern Plastics has been established to 
serve as a house organ for the industry. 

The word “plastic” means soft and pliable, or, capable of being shaped or 
molded. Under such a broad definition many materials could be properly included, 
for example, bread dough, hot metal or stiff mud. However, it was the ease with 
which certain materials could be molded or pressed into shapes of all kinds that 
appeared to be their most valuable attribute and consequently served to give 
them their present name. From a more scientific standpoint, the characteristics, 
which taken together denote the plastics of modern industry, are as follows: 
(1) synthetically produced; (2) composed mainly of a resin or a similar organic 
binder; (3) liquified or plastic at some stage in its manufacture; (4) rigid or 
semi-rigid when used; and (5) made in its final stage through a rearrangement of 
its molecules by polymerization or condensation.! ; 

Polymerization is the process of joining together a number of single molecules 
of one or more substances to form larger molecules of chain structure, without 
the formation of any other product. When another product is formed, the proc- 
ess is called condensation. Until about 1935, condensation was the method most 
widely used but since that time polymerization has predominated? A resin, 
nature’s nearest approach to a plastic, is defined as a solid or semi-solid organic 
compound having no definite melting point and no tendency to crystallize. 
Resins are now produced synthetically, as plastic binders, with qualities more 
desirable than those produced by nature. 

The plastic industry may be regarded, therefore, as that group of companies 


1 Herbert R. Simonds, Industrial Plastics, p. 3. 
? Harry Barron, Modern Plastics, p. 15. 
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or divisions of companies, engaged in the manufacture of the materials thus de- 
fined. However, the manufacture of rayon, nylon, and other synthetics when 
made in the form of a fiber, is usually grouped separately and classified with the 
textile industry. Likewise, the production of resins in the form of liquid varnish 
or lacquer is grouped in the paint division of the chemical industry. The dividing 
line is usually based on convenience and use rather than on the chemical nature 
_of the product. 
I 


The history of commercial plastics, most authors will agree, began in 1868 
when John Wesley Hyatt first made a plastic material of nitro-cellulose, a prod- 
uct to which he gave the name “celluloid.” The necessity that mothered his 
invention was the acute shortage of ivory, at that time in great demand particu- 
larly for the production of billiard balls. A manufacturer of billiard balls offered 
a prize of ten thousand dollars for a usable substitute material. Hyatt, after 
experimenting with many substances, finally mixed collodion with camphor to 
produce a material that won him the prize. Two years later, John and his brother 
Isaiah Hyatt were approached to find a substitute for hard rubber in the manu- 
facture of denture plates. They mixed their ground celluloid with a pink color- 
ing agent and thus gained another use for their new material. Finding still other 
uses, they soon established a company to begin exploiting their patents on a 
commercial scale.* 

Around the turn of the century, casein plastics made from skimmed milk and 
formaldehyde appeared in Europe. This material, due to certain inherent weak- 
nesses, as well as its relatively high cost, was limited in use to such articles as 
buttons, buckles, costume jewelry and other light decorative articles.‘ 

In 1909, Dr. Leo Bakeland made a new plastic material by combining formalde- 
hyde and phenol, a product which was given the name “Bakelite.” Because of 
the many excellent qualities of this material, it stimulated the imagination of 
chemists and manufacturers everywhere, and thus did more than any other 
discovery in the field to encourage research and experimentation. At about this 
time also bituminous or cold molded plastics were developed, but they did not 
prove particularly successful except in the fields of electrical insulation and pro- 
tective coatings.® 

Cellulose acetate, one of the four main kinds of rayon, was patented in 1903, 
although it did not come into general use as a plastic until 1927. At this time the 
Celanese Celluloid Corporation placed on the market a line of extruded rods and 
tubes, and two years later offered for further processing the same material in 
the form of a molding powder. In 1928, a new plastic made of urea-formaldehyd= 
appeared and was offered to the public under the trade name of Aldur. Viny! 
plastics also began to appear about this time, but it was not until several years 
later that they became permanently established for use as insulating coatings 


3B. H. Weil and Victor J. Anhorn, Plastic Horizons, p. 6 ff. 
4 Ibid., p. 15. 
5 Ibid., p. 16. 
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and interlayers for glass, plywood, and other materials. By the end of the decade, 
these and other materials had been brought to a stage of perfection which in- 
dicated that the chemistry of plastics had become definitely established.*® 

The fifty-year period from 1868 to 1928, marks the first stage in the growth 


_curve of the plastics industry. Developments came slowly during the earlier 


years of the period, for the science of chemistry was still young and not fully 
the master of the processes needed in manufacture. The great mobilization of 
chemical research and knowledge brought about for the production of explosives 
and poisonous gas for use in the First World War, and later the expropriation of 
the formulae and processes previously monopolized by the German dye trust, 
sei ved together to supply the chemical knowledge needed for the establishment of 
plastics on a scientific basis. Thus, technological knowledge proved to be the 
main form of utility, or more properly, the fifth factor of production necessary 
to the development of the industry. More important than land, labor, capital 
or entrepreneurship, has been the vast accumulation of this knowledge, produced 
by scientific research, contained in formulae, tables and books, and made avail- 
able by persons skilled in its use and application. 

The event that created the demand for plastics on a mass-production scale 
was the beginning and rapid rise of another industry, the radio industry. This 
industry, not yet hampered by custom or tradition, was a ready customer for 
any material that could meet the specifications of its scientists, engineers and 
economists. Their specifications included, in one material: toughness, non-con- 
ductivity, moldability around inserts, color stability, and heat, water and acid 
resistance. Plastics were not long in proving their superiority in meeting these 
specifications, not only for the knobs, dials, panels and various parts of the chas- 
sis, but for the cabinets as well. 


II 


The history of plastics is not complete without an account of the rather pecul- 
iar way in which the present manufacturing companies came into the field. The 
ten leading producers are listed in Table I.7 Although many of these compaines 
have a long list of products and brands, due to space limitations, only a few of 
the brands of each company could be listed. 

The du Pont Company, our leading producer of chemicals in general, is also 
our leading producer of plastics. It entered the plastics field proper in 1915 
when it began producing plastics from pyroxylin, a mixture of cellulose nitrates 
similar in composition to the explosive known as nitro-cellulose, or gun cotton. 
Its production was expanded greatly in 1925 when it purchased the Viscoloid 
Company. Present production includes a full line of cellulose and polyvinyl 
compounds which are marketed in the form of molding powder, flakes, sheets, 
tubes, rods, and other shapes. This company is also the patent owner and pro- 
ducer of nylon. In 1940 approximately 5 per cent of the total sales of the du Pont 
companies was derived from plastics. 


° Herbert R. Simonds, Archie J. Weith and M. H. Bigelow, Handbook of Plastics, p. 5. 
7 Ibid., p. 12 ff. See also the other works cited in following footnotes. 
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The Union Carbide and Carbon Corporation, formed in 1917, has now 27 
principal units which in turn own or control 179 plants. Its main producers of 
plastics, however, are the Carbide and Carbon Chemicals Company and the 
Bakelite Corporation. This industrial family also produces a full line of plastic 
materials, including cellulose, urea, styrene and various phenolics. Their produc- 
tion in 1941 included 41 million pounds of Bakelite and 11 million pounds of 
Vinylite, these two constituting the major portion of their sales of plastics. 

The Celanese Company, one of the leading producers of cellulose acetate 
rayon, is both the youngest and the oldest manufacturer of plastics in the field. 
Its present position in the industry was not gained until 1941 when it merged 
with its subsidiary the Celluloid Corporation to form the Celanese Celluloid 
Corporation. The Celluloid Corporation, through a series of mergers beginning 
around 1890, and including several Lithoid, Zylonite and Celluloid companies, 


TABLE I 
The Ten Largest Producers of Plastics, 1940 
E. I. du Pont de Nemours & Co. Cellophane, Nylon, Lucite. $25.0 
Union Carbide & Carbon Corp. Bakelite, Vinylite. 20.0 
The Celanese Corp. of America Celluloid, Lumarith, Celcon. 12.0* 
Monsanto Chemical Co. Fibestos, Lustron, Nitron, Ultron. 10.0 
General Electric Co. Textolite. 9.0 
Libby-Owens-Ford Glass Co. Plaskon. 7.5 
Westinghouse Electric & Mfg. Co. Micharta, Moldarta. 7.4 
American Cyanamid Co. Ketonone, Phemac, Beetle, Melmac. 7.0 
Eastman Kodak Co. Kodaloid, Kodapak, Tenite. 6.0 
Hercules Powder Co. Ethyl] cellulose. 3.8 


* For the year 1941, after the merger. 
Source: H. R. Simonds and Carleton Ellis, Handbook of Plastics, for data on sales; re- 
cent advertisements, for data on brands. 


was the direct descendent of the original celluloid company formed in 1872 to 
take over the Albany Dental Plate Company and other manufacturing interests 
of the Hyatt brothers. The present company is a leading producer of cellulose 
plastics. 

The Monsanto Chemical Company, although formed in 1905, did not come 
into prominence as a producer of plastics until 1938, when it absorbed the Fiber- 
loid Company. The latter company was among the first to develop a continuous 
process for making cellulose acetate sheets and the first to introduce the casting 
of radio cabinets from phenolic resins. 

The General Electric Company manufactures plastics mainly for use in con- 
nection with its electrical products. Its increasing interest in plastics is indicated 
by a rise in production from 37 thousand pounds in 1921 to 18 million pounds 
in 1941. 

The Libby-Owens-Ford Glass Company, one of the largest producers of glass 
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(also plate glass) in the United States, entered the plastics field in 1940 through 
its purchase of a 70 per cent interest in The Plaskon Company. The latter com- 
pany, incorporated in 1931 to manufacture plastics exclusively, has directed its 
activities mainly toward the production of plastic raw materials. It has special- 
_ ized cheifly in melamine and urea formaldehydes for molding compounds, resin 
bonds for plywood and glass interlayers, and in special treatments for paper. 

Westinghouse differs from General Electric to some extent; it confines its 
production largely to plastic laminates which are marketed under their various 
trade names. The sales of these products constituted in 1940 a little over three 
per cent of the total output of the Company. 

The American Cyanamid Company, formed in 1907, was for many years 
interested in the production of nitrates by the fixation of nitrogen from the air. 
It developed the melamine plastics in order to obtain a use or market for its 
cyanamide, a product of nitrogen fixation. It was also the first company to intro- 
duce urea plastics, developed originally in Austria, into the United States. At 
present it produces through its six subsidiaries and one affiliate a varied line 
of plastic materials and has done much research recently on polyesters.® 

The Eastman Kodak Corporation through its large subsidiary, The Tennessee 
Eastman Corporation at Kingsport, Tenn., is another of the largest producers 
of cellulose acetate rayon in the country. In 1939 it produced 12 million pounds 
of cellulose acetate in the form of molding powder, which constituted at that 
time one fourth of the total national production. In 1941 this product constituted 
22 per cent of the total sales of the Eastman group. The plastic materials sold 
by Eastman as finished products ready for consumption, however, are mainly 
its photographic films and supplies. 

The Hercules Powder Company originally produced explosives exclusively, 
but at present only one third of its production is in this field. It was an early 
producer of ethyl cellulose. It now has a line of cellulose and acetate products 
and has shown considerable interest in casein. 

A large industrial group not represented by a member among the first ten is 
the rubber industry. Goodrich’s Koroseal for making raincoats and upholstering 
materials, Goodyear’s Pliovic, U. 8. Rubber’s Royalite, Firestone’s Velon, and 
others are well known, and taken together constitute an important segment of 
the industry. Manufacturers of other products also are entering the field. For 
example, the Dow Chemical Company, the leading producer of magnesium, has 
entered the market with a line of products including Styron, Saran, and Ethocel, 
and the Pittsburgh Plate Glass Company, a large producer of glass and the largest 
producer of paint, has entered the field with a plastic branded as Selectron.? On 
the other hand, many smaller concerns such as The Durez Company, Rohm and 
Haas, and others confine their activities entirely or mainly to the plastic field. 
In 1939 the Census of Manufacturers reported 38 firms as producers of basic 
plastic materials. 

It may be concluded from this review that the plastic industry, if such it may 


8 “The Plastics: A 1950 Guide,” Fortune, May 1950, p. 112. 
Tbid., p. 120. 
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be called, is a most heterogenous collection of companies and plants. Of the 
first ten producers, three are mainly in the field of general chemicals, two in 
explosives, two in electrical equipment, one in rayon, one in glass, one in photo- 
graphic equipment. Also, as previously mentioned, another large producer is in 
magnesium, another in paint, four in rubber, and others in plastics exclusively. 
Some of these companies entered the field because of their possession of a raw 
material, often a by-product or a waste product; others because of their possession 
of technological knowledge or manufacturing equipment which might be more 
fully utilized; and still others because of their need for plastic materials in the 


TABLE II 
Types of Plastics Manufactured by Some of the Leading Companies in the U. S., 1940-1950 


LEADING MANUFACTURERS 


Polystyrenes 
Nylon 
Polyethylenes 


Polyesters 
Nitrates 


Phenolics 
Ureas 
Melamines 


Butyrates 
Ethyls 
Vinyls 
Acrylics 


E. I. du Pont de Nemours & Co.......... x|x 

Union Carbide & Carbon Corp............ x|x x 

The Celanese Corp. of Am................ x |x x 
x 


tal 
tal 


Monsanto Chemical Co................... x x x 
General Electric x 
Libby-Owens-Ford Glass Co.............. x|x|x 
Westinghouse Elec. & Manuf. Co......... x 
American Cyanamid Co.................. x|x|x|x 
Eastman Kodak 
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Sources: ‘‘The Plastics: A 1950 Guide’’, Fortune, May 1950, p. 120; Herbert R. Simonds, 
and Carleton Ellis, Handbook of Plastics; and recent advertising literature. 


manufacture of other products. One such company, for example, has established 
a plant solely for supplying its own needs for plastic containers. 

Competition within the plastic industry is thus evident, and of many types. 
The individual plastic producer is subject to competition from both his right 
and left flank (his suppliers and his customers) as well as from others concentrat- 
ing entirely within the field. Furthermore, viewed from the basis of the leading 
product of each of the several companies, rayon competes with rubber, chemicals 
with Kodaks, paint with explosives, and glass with electrical equipment. How- 
ever, to spoil the picture for perfect competition, plastics are not fungible goods, 
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Hercules Powder x 
Pittsburgh Plate Glass Co................ 
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except within certain limited categories. Many plastics have particular qualities 
that give them technical superiority over others for certain uses, and few com- 
panies manufacture all types although there is much overlapping throughout 
the industry and some companies are prepared to produce other products should 
they appear profitable. The various types are now marketed under trade names 
which are well advertised and carefully protected. The competitive situation at 
present may be classified, therefore, as imperfect competition, and characterized 
as a “battle of the brands” in fact, a battle of rival brands of the same company, 
as Goodrich’s Koroseal is apparently being replaced on the market by Goodrich’s 
Geon. 

Some indication of the complexity and integration of products and producers 
is shown in Table II. Due to the many bases for classification offered by plastics, 
and to the rapid shifting from one product or material to another that is typical 
of the industry, such tables are not always realistic for all purposes, nor even 


TABLE III 
Number of Firms Manufacturing Various Types of Plastic Materials, 1941 


TYPE OF MATERIAL NUMBER OF FIRMS 


Source: H. R. Simonds and Carleton Ellis, Handbook of Plastics, p. 6. 


accurate for a very long period of time. A different grouping of plastic materials 
is given in Table III, although it too is, no doubt, out of date at the present 
time. 


The raw materials of the plastic industry are almost as varied as the origins 
of the manufacturers, and indeed there is some connection between the two. It is 
an easy step chemically from the production of explosives in which nitrogen is 
always a constitutent to the production of plastic nitrates, or from rayon, a cel- 
lulose product, to a cellulose plastic. As previously indicated, plastics are truly 
the product of the test tube, and to the layman known merely as “chemicals.” 
A general understanding of some of these chemicals must be obtained, however, 
if one 1s to comprehend the complex economy of the industry. The economist 
of today must know his chemicals no less well than the proverbial grocer knows 
his onions, for there is hardly a chemical reaction that may not at some time have 
a potent influence on the development of the industry. 
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1. Phenol: The phenol-formaldehyde resins constitute one of the leading and 
most versatile plastic materials in use. This is the substance first produced by 
Bakeland and named, Bakelite. The chemical “phenol,” also known as carbolic 
acid, is obtained from the distillation of wood, coal, coal tar, and other organic 
substances. Formaldehyde is a gas which may be obtained by the partial com- 
bustion of wood alcohol or by the hydrogenation of carbon monoxide. It is 
produced mainly, however, from methane (marsh gas), a constituent of natural 
gas and a by-product of the refining of petroleum. Phenol-furfural is another 
member of this family. Furfural is obtained from bran, straw, cotton stalks, and 
cotton seed hulls. The Quaker Oats Company has an active interest in furfural 
as a means of utilizing its huge supply of grain husks.’° 

2. Vinyl: The vinyl resins constitute the largest group of plastic materials 
(in terms of pounds) on the market today, having gained this position only 
since the end of World War II. They seem to have obtained a secure position 
as the leading material for use in raincoats, upholstering fabric and substitutes 
for leather in luggage and similar articles. A main souree of vinyl is acetylene 
gas, a product formed by water and calcium carbide, and previously used in 
automobile headlights. Acetylene gas combines with acetic acid to form vinyl 
acetate and with hydrochloric acid to form vinyl chloride, the two leaders in 
this group. 

3. Cellulose: Cellulose plastics are also produced in large quantity and for 
many purposes. Cotton linters, almost pure cellulose, are combined chemically 
with nitric acid to produce cellulose nitrate, the same substance produced in 
another way by Hyatt and named, Celluloid. Cellulose acetate, made also in the 
form of rayon, is produced from cotton linters and acetic acid. Acetic acid is the 
acid of vinegar which may be derived also from many fruits, although it is now pro- 
duced synthetically by the distillation of wood and other similar materials.” 

Several other chemical categories are also of considerable, though less, impor- 
tance. Urea-formaldehyde is noted for its binding power, transparency, and 
receptiveness to coloring agents. Urea is obtained mainly from ammonia and 
carbon dioxide, although it may be obtained from other sources. Casein is ob- 
tained by treating skimmed milk with rennet, about three gallons of skimmed 
milk being required to produce one pound of casein. There are also the melamines, 
the styrenes, the ethylenes, the acrylic plastics noted for their optical qualities, 
and nylon, all of which give promise of greater usefulness. Protein, a source of 
nitrogen and a raw material of plastics, is found in soy beans, peanuts, and 
other legumes. Lignin, the sap or resinous part of wood (the other main part 
being cellulose), is a by-product of the manufacture of paper, and now largely 
burned or wasted. It is said to offer great possibilities for the future production 
of plastics. 

From a review of this list of chemical materials, one observation is significant: 


10 Herbert R. Simonds, Archie J. Weith, and M. H. Bigelow, op. cit., p. 73. 

11 J. N. Dubose, Plastics, p. 99. 

12 «‘Plastics,’? Plastics in Industry, p. 6. 

13H. R. Simonds, M. H. Bigelow, and Joseph V. Sherman, The New Plastics, p. 78. 
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they are all composed in various compounds of a few basic chemical elements. 
These are carbon, oxygen, hydrogen, nitrogen, and chlorine. The first is the 
main constituent of coal, coke, graphite, and charcoal, and an essential element 
in all organic or living matter. The others are gasses and equally prevalent in 
nature. The air we breathe is composed of nearly three fourths free nitrogen, 
one fourth oxygen and two or three per cent carbon dioxide. Water is a com- 
pound of hydrogen and oxygen; petroleum or gasoline, of carbon and hydrogen; 
ammonia, of hydrogen and nitrogen; salt, of sodium and chlorine; limestone and 
marble, of calcium, carbon and oxygen; all proteins of nitrogen; starches, fats 
and sugars, of carbon, hydrogen and oxygen; and as perviously mentioned, wood, 
of carbon, hydrogen and oxygen in the form of cellulose and lignin. 

Thus, not only are the basic chemical elements abundant in nature, but many 
of their compounds are equally abundant and almost ubiquitous in extent. There 
are no strategic or critical materials in the list, such as tin, chromium, tungsten, 
manganese, etc. Furthermore, many of these materials are by-products and 
sometimes waste products of the manufacture of other commodities. The chemist 
of today, though he cannot yet realize the alchemist’s dream of turning base 
metal into gold, can make potable alcohol from petroleum, syrup from sawdust, 
and actually a silk purse from a sow’s ear. He is prepared to give merry chase to 
patent attorneys, promoters of trusts and cartels, and entrepreneurs who may 
seek to establish hegemony over the raw materials of plastics. In addition to the 
inter-industry competition previously mentioned, inter-commodity competition 
is equally an ever-present threat, as petroleum competes with pulpwood, cotton 
with corn stalks, salt with soy beans, coal tar with peanuts, and still others in 
this maelstrom of rivalry and substitution. 


IV 


There are four stages in the manufacture of plastic products.‘ The first is the 
preliminary stage of producing the aforementioned raw materials and the chemi- 
cal reagents required in the various processes of manufacture. This stage, due 
to the great diversity of the materials, is scattered throughout the agricultural, 
mineral and manufacturing economy wherever one of the ingredients of plastics 
is produced, and is not, therefore, considered a part of the plastic industry proper. 

The second stage is the chemical process of compounding the raw materials 
and reagents to produce the various types of plastics or resins previously men- 
tioned, such as the vinyls, the phenols, acetates, etc. These materials are pro- 
duced in the form of powder, pellets or a liquid, forms in which they may be 
packaged and shipped, and thus enter the market as a raw material for further 
processing. 

The third stage begins with the mixing of one or more of these plastic mater- 
ials, identified in the trade as the binder, with other materials to yield the specific 
qualities desired in the finished product. The materials of this mixture may in- 
clude, in addition to the binder, one or more of the following: (1) a hardening 
agent, usually formaldehyde; (2) a plasticizer or softening agent, commonly a 


“4 Herbert R. Simonds, op. cit., p. 3. 
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phosphate, phthalate or castor oil; (3) a solvent, such as alcohol, ether or acetone; 
(4) a coloring agent, which may be either a dye or a pigment; and (5) a filler, 
_ or bulking agent as it is sometimes called. Some of the more common fillers are 
wood flour or fiber, cotton, asbestos, clay, or powdered metal. In the case of 
laminated or coated products, plywood, glass, cloth, paper or metal are commonly 
used. After the materials are mixed or combined, the plastic mass is given shape 
by molding, pressing, rolling, or extruding. The shapes usually known as standard 
in the plastics market are mainly rods, tubes, bars, strips and sheets, each vary- 
ing in dimension and other detail. Baking, tempering or curing, as well as burn- 
ishing or polishing, may also be necessary to give permanence and proper finish 
to the various shapes. The operations in this stage are mechanical and thermal 
in nature, rather than chemical, and do not differ greatly from those carried on 
in the ceramic and metallurgical industries. 

The fourth or fabricating stage consists in cutting, punching, drilling, machin- 
ing and polishing the plastic materials as may be needed in the various parts 
and preparing them for assembly into the ultimate product. These operations 
are mechanical in nature and quite similar to those performed in the woodwork- 
ing plants and the machine shops of other industries. Many of the standard 
machines and the ordinary occupational skills of these plants and shops can be 
adapted to the processing of plastics without extensive changes. 

The diversity of these four stages involving various processes in chemistry, 
metallurgy, ceramics and mechanics serve to bring the manufacture of plastics, 
in at least some of its processes, within the spheres of possibility and competency 
of a wide range of producers. Although only 38 companies were reported by 
the Bureau of the Census in 1939 as manufacturers of plastic resin, or binders, 
two years later a total of 245 companies were reported as producing plastic 
products in some stage of completion.’® So far, the tendency toward integration 
appears to be neither vertical nor horizontal, but mainly of the circular or com- 
plimentary type, each company entering the field at the particular stage which 
fits in best with the manufacture of its present line of products. 


v 


Plastic materials are usually divided by the trade into two classes based upon 
their reaction to heat, namely, thermosetting and thermoplastic. A thermosetting 
plastic is one which does not return after setting to a plastic or liquid state upon 
the application of heat. It must withstand a temperature of about 300 degrees 
Fahrenheit, under test conditions, without becoming soft or pliable. Thermoplastic 
materials, on the other hand, are those which may be changed back into a plastic 
state, repeatedly, if desired, by the application of heat. Acetate plastics, for 
example, become plastic at a temperatue of only about 115 degrees Fahrenheit.'* 

These characteristics are destined eventually to have an important effect on 


18 Herbert R. Simonds, Archie J. Weith, and M. H. Bigelow, op. cit., p.21. By 1950, there 
were 3,500 molders, laminators and fabricators of plastics in American industry. ‘The 
Plastics: A 1950 Guide,’? Fortune. May 1950, p. 111. 

16 Thid., p. 128. 
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the economics of the plastic industry. Thermoplastic products, after having 
served their original purpose, may be returned to the scrap pile to compete with 
virgin materials in the manufacture of new products. Since this material does 
not corrode or lose any of its qualities perceptibly with the passage of time, stock 
piles may be counted upon to grow as the industry approaches maturity. Situa- 
tions will develop, no doubt, similar to those which existed in the case of many 
metals during the depression, when over half of the annual production was sup- 
plied from previously used material.” 

The ultimate uses of plastics are even more varied and numerous than their 
sources. As one author expresses it, ‘“They seem to have a love of life, and an 
aptitude for usefulness.’”* Plastics were first used as substitutes for other mate- 
rials such as hard rubber, ivory, bone, leather, isinglass, wood, resins, light metal, 
etc. but through modification and improvement they have become superior in 
use to the material for which they were previously substituted. Qualities such 
as moldability, toughness, transparency in some cases, non-conductivity, light- 


TABLE IV 
Relative Prices of Selected Materials, 1940 
MATERIALS PRICE PER CU. FT. MATERIALS PRICE PER CU. FT. 

Magnesium Alloys........ 30 


Source: B. H. Weil and Victor J. Anhorn, Plastic Horizons, p. 133. 


ness, resistance to water and acids, binding power or adhesive strength, beauty 
and finish, and other special characteristics have made of plastics almost a uni- 
versal material. Plastics are today finding extensive use for such diverse products 
as the following: glass (plexiglass), silent gears, dishes, cartons, curtains, bath- 
room fixtures, architectural molding, belts, canteens, gun stocks, lacquer, furni- 
ture, fabric, etc. There are 48 separate items made of plastics in the average 
modern refrigerator, automobiles contain numerous parts such as steering wheels, 
knobs, horns, instrument panels, and trim, and as previously indicated, the 
radio industry uses plastics as its main raw material.!® 

Tue use of plastics in substitution for the main volume of other materials will 
depend not only on their technical characteristics, but also on the relative prices 
of the various materials. As shown in Table IV, in which the prices of several 
substitute materials are compared on the basis of bulk or volume, the price of 
plastics is considerably below the prices of some of the relatively weak metals 

17 E. B. Alderfer and H. E. Michl, Economics of American Industry, p. 89. 

18 Herbert R. Simonds, op. cit., p. 3. 

19H. R. Simonds, M. H. Bigelow, and Joseph V. Sherman, op. cit., p. 625 ff. 
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with which they are now in competition, yet considerably above other materials 
used in the greatest quantity, such as ordinary wood and brick. Should plastics 
obey the general law of demand for all commodities, under which quantity con- 
sumed varies inversely with price, it may be anticipated that plastics will be 
sold in about the same quantity as plate glass and some of the light metals. A 
substantial shift in prices may produce, of course, a different competitive picture 
and an entirely different set of competitors. 


vI 


It is as yet hazardous to describe in any substantial detail the economic char- 
acteristics of the plastics industry. However, statistics are available which may 
indicate some of the features of the general pattern, such as size, cost allocation, 
growth, price trend, and location. 


TABLE V 
Production and Prices of Plastic Resins 

YEAR PRODUCTION (xBs.) PERCENT CHANGE PRICE PER LB. PERCENT CHANGE 
1939 213 ,027 ,000 $0.24 
1940 276,814,000 +30 .30 +25 
1941 487 ,800 ,000 +58 34 +13 
1942 426 ,731 ,000 —03 -40 +18 
1948 651,511,000 +53 31 —22 
1944 784, 137 ,000 +20 .30 —03 
1945 807 , 234,000 +03 .37 +23 
1946 994 , 277,000 +23 .36 —03 
1947 1,251,670 ,000 +26 .38 +05 


Source: Modern Plastics, Jan. 1948 and Jan. 1949, passim. 


The 38 firms engaged in the production of resins, or binders, in 1939 employed 
10,080 persons and produced 163,296,000 pounds of plastics valued at 
$77,653,000. Of this total value, 52 per cent was paid for raw materials and 22 
per cent for labor. Corresponding figures for all manufacturing averaged 56.5 per 
cent for raw materials and 16 per cent for labor.2° The higher percentage of total 
value going for labor is typical of many members of the chemical group, due 
largely to the higher proportion of scientific and technical occupations required 
in controlling the various processes and equipment. Comparable figures are not 
available for other stages in manufacture, although it appears that women may 
be used to a greater extent due to the lightness and cleanness of the product, a 
fact which would point toward lower wage rates in general. On the other hand, 
the large number of occupations requiring technical training lead toward higher 
wages, at least until the supply of persons trained in the new techniques becomes 
in excess of the demand. 

The growth of the industry, as shown in Table V, has been phenomenal. 
Production increased nearly six fold during the nine-year period and ends the 


20 Census of Manufactures, Vol. I, 1940, p. 34. 
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period with the present rate practically unabated. Among the several chemical 
types of plastics, the vinyl resins have grown most rapidly and account for the 
total growth of the industry during the last year included. Their use in upholster- 
ing and other waterproof fabrics is an important factor in the recent growth. 
The phenols and the cellulose acetates seem to be approaching a plateau of 
relative stability. Prices throughout the period, as indicated in Table V, seem 
to have risen considerably. However, during this same period, it will be remem- 
bered, the general price level rose even more than did the price of plastics. It 
may be concluded, therefore, that the prices of plastics are following the pattern 
of new materials in general by gradually decreasing after the industry begins to 
catch up with the early surges in demand. 

The location of the plastic industry follows mainly the pattern of location of 
the chemical industry in general. The states of New York, New Jersey and Penn- 
sylvania contain the main concentration of firms and a heavy share of produc- 
tion." The southern states are entering the industry but mainly as producers of 
raw materials and intermediate products. From the locational standpoint, the 
industry may be viewed as having a strong locational pull toward each end, i.e. 
toward the source of its raw material and toward the market for its products. 
The first is due to the joint nature of many of its raw materials, and the latter 
to the complementary or joint nature of many of its products, since such products 
are often combined in processing or assembly with parts made of other materials. 
It is doubtful that other factors such as labor, power, taxes, climate or transporta- 
tion cost are important enough, or diffcrent enough between one location and 
another in their influence on total cost, to constitute a determining factor. Tech- 
nological knowledge has, in the past, constituted a most important factor in the 
location of the industry and was a main factor in giving to the northeastern 
area the advantages of an early start. However, due to the increasing mobility 
of this factor, with the general spread of technical education, its influence in 
giving certain locations an advantage may be easily counterbalanced by other 
factors. 

By way of conclusion, it seems safe to say that the plastic industry is one offer- 
ing many inducements to newcomers, especially those with considerable knowl- 
edge of its chemical and technical processes, those already equipped to perform 
some of the operations found in one of its four stages of manufacture, or those 
having materials or markets for some of its varied products. The industry is 
still young, expanding rapidly, and so constituted that it will be difficult for 
one or a few large companies to control more than a small segment of the field. 
It is still an industry too new and dynamic to justify one in making predictions 
or even drawing conclusions, although it does appear to be another splendid 
example of a “brand” new industry and striking proof that our economy has not 
yet entirely matured. The closing of the land frontier near the end of the last 
century was barely in time to make way for the opening of the new frontier in 
science and technology. 


21H. R. Simonds, M. H. Bigelow, and Joseph V. Sherman, op. cit., p. 40 ff. 
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NOTE ON THE LIMITATIONS OF PLANNING CURVES 


Long-run average cost or, better termed, “planning” curves are among the 
more fascinating diagrammatical devices that appear nowadays even in the 
elementary literature. Undoubtedly, geometrical methods have done much to 
hasten the progress of economic science, to clarify and impart visual concrete- 
ness to important analytical relationships. The requirement that must be met, 
however, is that the geometry illuminate and contribute toward a solution of 
the problems under analysis, rather than obscure and conceal important aspects 
of the study. It will be argued in this note that the “planning curve” betrays 
some serious shortcomings when judged by this test, being useful at best in the 
analysis of stationary states rather than for the dynamic phenomena to which 
it is frequently directed. 

A typical planning curve, the heavy PAC line, is drawn in Figure 1, with 
several of the individual average cost curves which help shape its course included, 
and lettered ACi, AC2, ACs; respectively.! Basically, the continuous PAC curve 
implies that there are literally an infinite number of alternate plant layouts, each 
shading into the other, with continuous gradations in the composition of the 
plant and equipment installation. The planning curve thus stands out as the 
envelope curve, composed of the points of minimum cost for each output volume 
where the cost heights are taken from independent average cost curves drawn 
on the hypothesis of a given layout. Along the planning curve the layout or 
plant, as well as the usual variable factors, is assumed to be varied in such a 
way as to yield minimal output cost. A correspondent marginal cost curve, let- 
tered PMC, is attached to the average planning cost curve: PMC denotes the 
marginal cost of output expansion when plant and equipment are regarded as 
among the variable factors. In the discontinuous case, where the array of alter- 
nate layouts possible is limited, being say three in number, the PAC curve may 
follow, in Figure 1, AC; until in its rightward extremities AC; intersects AC2; 
PAC would then follow the AC: path until the latter crossed ACs, after which 
PAC would merge permanently, losing its identity, in AC;. The accompanying 
planning curve of marginal cost would likewise be discontinuous, following the 
path of the separate marginal cost curves and then jumping from one to another. 

In several applications of the planning curve apparatus a demand and mar- 
ginal revenue curve has been drawn on the same diagram and, from this juxta- 
position, it is argued that the firm, animated by profit maximization impulses, 
would select that layout implicit at the output at which the PMC curve inter- 


1A better exposition of the nature of the curve, and the principles of drawing it, is con- 
tained in the article by Edward H. Chamberlin on ‘‘Proportionality, Divisibility and 
Economies of Scale,’’ Quarterly Journal of Economics, Feb. 1948. As Professor Chamberlin’s 
inquiry belongs to the sphere of economic statics it is not subject to the criticisms of this 
note. 
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sected the marginal revenue curve. But this analysis appears gradually to have 
been shelved, at least in the published literature, in the realization that the 
demand curve (under monopoly) or the market price (under pure competition) 
will, through time, be volatile so that it is inaccurate to draw but one demand 
- curve to reflect the market state through the life tenure of the various layouts 
embodied in the planning curve. 

To surmount this limitation, apparent after the recognition of dynamic demand 
phenomena, led to a new and ingenious twist to the planning curve apparatus.” 
The argument now was that under dynamic conditions, where demand was apt 
to change and carry an output change along with it, the firm would seek a plant 
with “built-in” flexibility, serviceable at both high and low output levels. Hence 
a plant which might not contain a 1ainimal cost point, and thus which did not 
contribute any point to the envelope PAC curve, might still be economically 
superior in the face of strong output fluctuations from high to low levels, and 


> 

x 
FIGURE 1 

vice versa. In Figure 2, if demand remained constant through time, and the 
equation of marginal revenue and PMC occurred above ON, this would recom- 
mend the installation of the equipment implicit in AC, for this layout could 
produce ON output at minimum cost. If demand were much larger, the equation 
might occur, say, at OM: the layout represented by AC; would be chosen. How- 
ever, if demand shifts up and back, the plant responsible for AC, might prove 
most satisfactory, because of its cost flexibility, even though other installations 
are superior at any particular output level. From this analysis it can be inferred 
that a layout which is not optimum at any specific output level may yet be an 
optimum installation in dynamic circumstances. The planning curve technique 


2 See G. J. Stigler, ‘“Production and Distribution in the Short Run,” Journal of Political 
Economy, 1939. Actually Stigler does not draw the planning curve of Figure 2 but it is clearly 
implied in a drawing in which but one U-shaped average cost curve is drawn along with a 
curve representing average costs under conditions of greater cost flexibility (p. 317). Also, 
he enuncziates very clearly what he calls the ‘‘received doctrine” of the intersection of the 
marginal revenue and marginal planning cost as determining the selection of plant size 
(p. 319). 
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can thus be preserved, not for its original purpose but instead, for an exercise 
in comparative statics, to show the effect of demand change on plant selection. 
In contrast to most curve representations of cost theory, in this application the 
diagram does not demonstrate an equilibrium output position nor is it thoroughly 
convincing in demonstrating the economic superiority of the flexible plant: this 
would have to rest on the exact degree and time duration of demand shifts. 
Besides its shortcomings in the face of fluctuating demand phenomena, per- 
haps the major criticism of the entire planning curve apparatus, and the meager 
discussion surrounding it, is the failure of those who use it to advert to the time 
dimensions of the analysis, to indicate the time period to which the planning 
curve is relevant or the temporal “horizon” of the entrepreneur who is conceived 
to be cognizant of the salient features of the planning curve and pondering a 
decision on the layout appropriate for his profit purposes. Assuming that all 
the layouts implicit in the planning curve are to last for 10 years it may be that 
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the planning curve of Figure 1 represents to the entrepreneur the factor price 
and productivity phenomena for year 1. Thereafter, if in year 2 and subsequently, 
wage costs are expected to fall substantially compared to interest and deprecia- 
tion costs of equipment, then the unit costs of those layouts using relatively 
more labor will fall compared to more capital using methods: in general, this 
signifies that the AC curves lying close to the OY axis will drop on the chart 
field to new positions substantially below the old, while those average cost 
curves further to the right, containing more capital using methods, will fall but 
slightly. The effect would be to shift the planning curve from PAC; to PAC, in 
Figure 3. 

Even this is a relatively simple case in which the planning curve PAC, is 
relevant for year 1 and PAC: denotes the phenomena of year 2 and thereafter. 
If in each of the 10 years the price and productivity conditions are expected to 
alter, then there is not one but 10 different planning curves appropriate to the 
problem. In these circumstances the planning curve does little to illuminate the 
solution, and in fact complicates it unduly as compared to separate profit cal- 


190 COMMUNICATIONS 


culations on the earning possibilities computed individually for each separate 
layout. 

Even more serious issues arise, however, when the layouts responsible for the 
planning curve have different life intervals or degrees of durability. For example, 
the plant that generates AC, in Figure 1 may last but 10 years, that of AC 
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may be more durable, with a life cycle of 15 years, AC;, 20 years, etc. Thus 
even if the planning cost curve is construed to represent average costs per annum 
for the corresponding output amounts, the planning curve will depict the phe- 
nomena for solely the first 10 years and thereafter, it will break, with its path 
severed for the later years. After 15 years say, the only relevant cost curve on 
the horizon of the planner, of the equipment that can be erected currently, is 
that subsumed in AC;. It cannot really be protested that all equipments can 
be made equally durable or permanent through appropriate replacement and 
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maintenance policies; this would return us again to the theory of the stationary 
state for solving what is essentially a dynamic problem in costs and demand. 

Finally, as a note on the errors that may result when too much credence is 
given to the planning curve and the equipments shaping it, just as it has been 
shown that a firm may prefer a flexible plant serviceable for high and low out- 
put levels in expected dynamic demand conditions, there is likewise a possibility 
that a firm may approve of a layout which entails but a minimum capital invest- 
ment and adapted solely to low levels of output, without being least costly at 
any of these. In Figure 4, for example, let us assume that ACi, AC: and AC; 
all sit on the continuous PAC planning curve which forms the envelope around 
them, as well as about an infinite variety of other layouts. Yet the firm, weighing 
the future contingencies, may choose the plant accompanying the curve AC,, 
which lies everywhere above ACi, being neither more adaptable at higher or 
lower output levels. The explanation could be sought in the differences in the 
degree of durability of equipment: if the planning curve refers to annual cost 
phenomena, the plant which governs AC; may be more durable, intended to 
last 10 years or more, while the life of AC,, on the other hand, may be but three 
years. If demand is not expected to survive, but to dwindle to zero at the end 
of three years because of expected commodity innovations, or important cost 
adjustments are expected to ensue from current research on productive tech- 
niques, the firm may well vote in favor of the layout generating AC,. In short, 
the planning curve provides a useful technique in fully stationary conditions 
where demand, factor prices, and productivity are constant, and expected to be 
constant, and where all equipment is permanent. Otherwise, it is an ornamental 
showpiece whose usefulness is seriously circumscribed. In the more truly dynamic 
analyses, the realistic ones with which the entrepreneur is actually confronted, 
it exhibits some egregious shortcomings. For these problems the only valid pro- 
cedure is to visualize the entire gamut of individual cost curves and indicate 
the profit calculations attached to each, underscoring the fact that the entre- 
preneur will isolate and seize upon the most profitable layout of those open to 
his selection. 


University of Pennsylvania Srmpney WEINTRAUB 


‘SOME ECONOMIC EFFECTS OF INDUSTRIAL CONCENTRATION 


Messrs. Lintner and Butters have analyzed the wave of merger movements 
which characterized most of the last decade.’ Although they conclude that this 
latest merger movement has “not significantly increased industrial concentration 
since 1940...” it remains true that industrial concentration has a major impact 
on the competitive structure of the economy. 

To illustrate the nature of the impact quantitatively, an analysis of price, 
production and employment sensitivity in the anthracite and bituminous coal 
industries, for the period 1890-1947, was undertaken. These two industries were 


1 John Lintner and J. Keith Butters, “Effect of Mergers on Industrial Concentration, 
1940-1947,’ Review of Economics and Statistics, Feb. 1950, p. 30. 
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chosen because: (1) They are similar in suffering from competition from other 
energy sources; (2) adequate statistical series were available; (3) the same labor 
leadership represents the workers; and (4) they differ significantly in degree of 
industrial concentration, the bituminous coal industry being fragmented as com- 
pared with the relatively concentrated anthracite coal industry.? Relevant to 
this last point, and perhaps a correlate of it, is the long history of industry-wide 
collective bargaining in the anthracite industry, which extends back to 1903. 


TABLE I 
Relationship Between Direction of Changes in Prices and Production, Anthracite Coal, 
1890-1947 
NUMBER OF YEARS PRICES 
PRODUCTION 
Increasing Decreasing No Change Total 
_ 14 14 3 31 
TABLE II 
Relationship Between Direction of Changes in Prices and Production, Bituminous Coal, 
1890-1947 
NUMBER OF YEARS PRICES 
PRODUCTION 
Increasing Decreasing No Change Total 
3 13 16 


Contrariwise, collective bargaining negotiations in the bituminous industry have 
not seen the union dealing with one, united employer group. 

The behavior of prices and production in anthracite and bituminous industries 
can be seen in Tables I and II. 

Examination of Table I yields several observations. First, there appears to be 
some relationship between price and production changes. In 36 years, they moved 
in the same direction (increasing or decreasing together). In 18 years they did 
not. Of this total of 54 years, prices and production moved together during 663 
per cent. Second, anthracite prices seem to have been subject to persistent up- 


2 Basic statistical series on anthracite and bituminous industries are from Hearings, 
Senate Banking and Currency Committee, Economic Power of Labor Organizations, pp. 
446, 447, 452, 453. The Coal Economics Branch, Bureau of Mines, provided the material 
to the committee. The tables presented in this paper were derived from these series, with 
absolute annual changes being converted to percentages by the method of link relatives. 
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ward pressures, having increased during 36 years and decreased only during 18. 
Third, this upward price pressure was not reflected in a corresponding upward 
production pressure, for production increased during 26 years and decreased 
during 31 years. If anything, there was pressure to prevent production from 
rising. 

Table II yields these observations. First, there appears to be a relationship 
between production and prices. In 39 years, price and production changes moved 
in the same direction (increasing or decreasing together). In 16 years they did 
not. Of this total of 55 years, prices and production moved together during 70.5 
per cent. Second, no special pressure appears to have been at work influencing 
bituminous prices. They increased during 29 years and decreased during 26. 
Third, coupled with an apparent lack of pressure on prices is a seemingly power- 
ful pressure to increase production (output), for production increased during 
41 years and decreased only during 16 years. 

Comparing these observations of price and production changes in anthracite 
and bituminous coal, we see a striking similarity. The changes in production and 


TABLE III 


Cumulated Relative Annual Percentage Changes in Prices and Production, Anthracite and 
Bituminous Coal, 1890-1947 


NUMBER OF PERCENTAGE POINTS CHANGE 


DIRECTION OF CHANGE Prices Production 


Anthracite Bituminous Anthracite Bituminous 


prices appear related to each other in much the same degree, moving together 
during 66% per cent of the years in anthracite and during 70.5 per cent of the 
years in bituminous. However, the internal behavior of prices and production 
in anthracite and bituminous coal is quite different. In anthracite there appears 
a strong pressure to maintain or increase prices, with no corresponding strength 
evident to maintain or increase production. In bituminous, on the other hand, 
strong pressure to maintain or increase production is evident, while there is no 
evidence of pressure to maintain or increase prices. We are led, therefore, to the 
possibility that the anthracite coal industry was subject to some type of output 
control, which operated to maintain or increase prices, while the bituminous 
coal industry displayed no policy of limiting output, with the result that its 
prices were relatively free to fall without let or hindrance. 

So far we have examined only the direction of annual changes in prices and 
production. What of the degree of sensitivity in anthracite and bituminous 
production and prices? These data are presented in Table ITI. 

These figures require some correction before analysis may be undertaken. 
There is an upward bias in the anthracite data due to two years (1903 and 1923) 
which witnessed enormous production increases in terms of percentages (plus 
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80.2 and 70.6 respectively). Similarly, the bituminous data are subject to an 
upward bias due to two years (1917 and 1920) which witnessed extreme price 
increases in terms of percentages (plus 71.2 and 50.6 respectively). Eliminating 
these upward biases from the price and production data for both anthracite and 
bituminous coal, Table III emerges as Table IV. 

Analysis of Table IV confirms the tentative conclusions arrived at earlier. 
Anthracite prices appear to resist downward pressure, as against bituminous. 
Bituminous production displays a vigorous upward pressure, as against anthra- 
cite. In brief, the bituminous coal market appears free and competitive compared 
with anthracite. 


TABLE IV 


Adjusted Cumulaied Relative Annual Percentage Changes in Prices and Production, 
Anthracite and Bituminous Coal, 1890-1947 


DIRECTION OF CHANGE Prices Production 
Anthracite Bituminous Anthracite Bituminous 
ne ware 248.0 232.7 227.9 402.3 
TABLE V 
Relationship Between Direction of Changes in Prices and Production, Bituminous Coal, 
1983-47 
NUMBER OF YEARS PRICES 
PRODUCTION 
Increasing Decreasing Total 
tig 13 2 15 


A further test of the material can be made. In 1933, the bituminous coal in- 
dustry was subjected to minimum price regulation, as a consequence of NIRA’s 
introduction. Minimum price controls, of various sorts, continued to August 
23, 1943.8 Table V shows the relationship between changes in prices and produc- 
tion for the period 1933-1947. 

These observations may be made. First, in 10 years out of 15, production and 
prices moved together. This similarity of movement embraced 663 per cent of 
the years, and accords with our earlier analysis of the 1890-1947 period. Second, 
powerful upward price pressure is evident in contrast to the overall 1890-1947 
bituminous coal picture. Despite this, we cannot conclude the price behavior 
noted was the result of legislation, for this period conicided with the rising aspect 


3 NIRA, 1933-35. No control 1935-37. Bituminous Coal Act, 1937-1943, when expired 
due to lack of Congressional renewal. 
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of the business cycle. Thus, production increased during 12 of the 15 years.‘ 
However, in view of the frequent contracyclical movement of anthracite and bitu- 
minous prices, we cannot rule out the interesting possibility that there was a 
relationship between the legislation and bituminous price behavior. 

The tentative conclusions arrived at regarding the behavior of anthracite and 
bituminous production data apply equally to the employment*® data. These 5 
are revealed in Table VI. 

The overall relationship between production and employment changes in both 
anthracite and bituminous was identical. In both cases, production and employ- 
ment moved together in 47 out of 57 years. This similarity of movement in 
production and employment embraced 82.5 per cent of the 57 years. 

If concentration achieves stable prices, and is associated with industry-wide 
collective bargaining, it may be that collective bargaining relations will be more 


TABLE VI 


Relationship Between Direction of Changes in Production and Average Number of Days 
Worked Per Man Per Year, Bituminous and Anthracite Coal, 1890-1947 


AVERAGE NUMBER OF DAYS WORKED PER MAN Bituminous Anthracite 
PER YEAR 


Up | Down Total | Up | Down | Total 

32 1 33 23 6 1 30 
1 1 1 1 
41 16 57 26 30 1 57 


harmonious than is true when industry is subject to all the risks and vicissi- 
tudes of a free, competitive commodity market. This hypothesis appears to be 
supported by the evidence. In the coal industry during the period 1935-47, 
there were 22 serious work stoppages in bituminous as against 7 in anthracite.® 
Thus there were over three times as many serious stoppages in the fragmented 
bituminous industry, which lacked industry-wide collective bargaining, as there 
were in the comparatively concentrated anthracite industry, with industry-wide 
collective bargaining. 
New York University A. L. Grttow 


4 Parenthetically, our 1890-1947 data have not been corrected fully for cyclical varia- 
tions. When price changes in both bituminous and anthracite coal were compared with the 
cyclical peak and trough years in Arthur F. Burns and Wesley C. Mitchell’s Measuring 
Business Cycles, p. 78, very little agreement was revealed. Bituminous and anthracite coal 
industries were moving frequently in contracyclical directions. However, the use of link 
relatives does partially offset cyclical variations. 

5 Average number of days worked per man per year is believed a better indicator of year 
to year employment changes than total number of men employed. The latter would respond 
more slowly to policies involving production control or limitation. 

6 Handbook of Labor Statistics, 1947, Bureau of Labor Statistics, pp. 146-149. 
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NOTE ON CONSTRUCTION OF BALANCES OF PAYMENTS 
FOR UNDEVELOPED AND COLONIAL AREAS 


Interest, both professional and popular, in the undeveloped and colonial areas 
of the world has been quickened by the formulation of the Point Four program 
and recommendations for carrying it out. Such interest is welcome to those of 
us working in this field, but the interest must be tempered by understanding 
of certain fundamental difficulties in the handling of the statistical data from 
such areas. 

The problems connected with balance of payments construction are legion, 
many of them stemming from a lack of statistical information or from faulty 
data. But, even where reasonably accurate statistics are available, the official 
presentation is often such as to lead to major errors unless the data are revised 
considerably. One case where important changes are necessary occurs in those 
countries where a significant portion of total exports are produced and exported 
by foreign-owned firms.' Unless the revision is made exports will be either over- 
valued, or they may be undervalued by the official statistics. Both errors occur 
with considerable frequency, but only the latter case will be considered in this 
note; the same type of correction suggested can be applied to the former case. 
Costa Rican trade figures will serve as the example. 

In common with other banana-producing areas, Costa Rica officially under- 
values its merchandise exports to a sizeable degree. This arises because of the 
contractural arrangement between the American-owned banana-producing com- 
pany and the local government. The contract provides that the company will 
sell dollar exchange to local banks at an arbitrary price per stem of bananas 
exported. This arbitrary value figure appears to be consistently less than cost 
of production per stem, and as a result the total value recorded for banana ex- 
ports is considerably less than actual dollar exchange sold by the company to 
the banks to meet local operating expenses of the company. Since official trade 
statistics are widely reproduced elsewhere, without indication of the undervalua- 
tion, caution is necessary in using the figures.? 

However, it is a simple matter to make the needed correction in the Costa 
Rican figures, and would be equally simple in any other country where the 
relevant information was available. it is only necessary to deduct the amount 
of officially recorded banana exports from total exports and substitute the figure 
representing sales of exchange for local operating expenses of the foreign-owned 
companies, or, if available, total cost of production for bananas. 

A single example will suffice to demonstrate the results which can follow from 
failure to make this correction; the year 1942 is chosen since it clearly demon- 
strates the point. In that year Costa Rican statistics show imports of $12,287,000 


1 Eric Schiff, “Direct Investments, Terms of Trade, and the Balance of Payments,’’ 
Quarterly Journal of Economics, Feb. 1942, p. 307 ff. makes a point related to but not identi- 
cal with that contained in this note in his discussion of direct investments. 

2 E.g., International Monetary Fund, International Financial Statistics, (Washington), 
monthly. 
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(U.S.), and exports (excluding gold) of $10,163,000 (U.S.), or an ostensible defi- 
cit of $2,124,000 on trade account. But other available data, when pieced to- 
gether, indicate the cost of banana production to be $4,908,000. Substituting 
this sum for declared banana exports gives a corrected total for exports 
of $13,036,000. Instead of a trade deficit of over two million dollars, there was 
actually a surplus of $749,000. 

Doubtless this same type of correction should be applied to the trade sta- 
tistics of most of the Latin American nations, and to the colonial areas of Africa 
and the Far East in order to obtain a true evaluation of the balance of pay- 
ments problems of those areas. 


Mercer University Victor C. Heck 


BOOK REVIEWS 


The National Debt in War and Transition. By Henry C. Murphy. New York: 

McGraw-Hill Book Co., 1950. Pp. ix, 295. $3.50. 

The national debt increased from $45 billion in 1939 to $280 billion in 1945 
and subsequently decreased to slightly over $250 billion in 1949. This tremendous 
increase in debt in so short a period of time required crucial decisions by the 
Treasury on such matters as interest rates, maturities, the degree of tax exemp- 
tion and negotiability of securities offered, and the extent of “‘compartmental- 
ization” of the market to be sought. The merits of voluntary as opposed to 
compulsory methods of security placement had also to be considered, bond 
quotas set, and procedures developed to minimize “free riding” in the market. 
Much of this work had to be done in reverse when the debt was reduced, at 
which time it became necessary to decide what debt held by whom was to be 
retired and to what extent the wartime “pattern of rates” needed modification 
to fit peacetime conditions. 

Mr. Murphy’s new book is primarily concerned with the types of problems 
enumerated above, although it also contains discussion of the relative merits of 
taxation and borrowing as methods of war finance, the limits of wartime taxa- 
tion, and the question of whether an increase of over $200 billion in the debt 
was really necessary. In view of the author’s long experience as a Treasury 
economist and his reputed influence on Treasury policy during the period of 
which he writes, few would seem better qualified than he to discuss such matters. 

The book does in fact make extremely interesting reading, though not all its 
contents will be new to close students of monetary matters. Most of Part One 
(The Prelude to War Finance) and several chapters in Part Two (Setting the 
Pattern of War Finance) contain little that is not fairly well known. But the 
chapters in Part Two on “The Establishment of the Pattern of Rates,” ‘Fitting 
the Securities to the Investor,” and ‘Excess Reserves and Monetary Policy” 
contain much information not hitherto generally available. The same can be 
said for the chapters in Part Three (The Full Tide of War Finance) on “Free 
Riding” and “The Wartime Pattern of Interest Rates,” and that in Part Four 
(The Tide Recedes) on “The Transition to Peacetime Finance.” The chapters 
referred to are concerned with subjects about which there were many discussions 
and no little disagreement between the Treasury and the Federal Reserve 
System during the war and postwar periods. Mr. Murphy gives what appears 
to be a straightforward account of the discussions and disagreements, and (to 
his credit, since his right to a natural bias in favor of the Treasury must be 
granted) seems in general scrupulously careful to present the Federal Reserve 
position in the controversies fairly. 

In the two concluding chapters Mr. Murphy first presents an over-all view 
of the war financing program and then, against this backdrop, attempts to 
evaluate the success of the war borrowing program. It appears that 55 per cent 

($215 billion) of total federal government expenditures of $391 billion during 
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the defense and war periods (fiscal years 1940-46) was borrowed. Mr. Murphy 
considers this percentage too high and notes in retrospect that a somewhat 
greater resort to taxation would have been feasible. The success of the borrowing 
program he evaluates in terms of the degree of attainment of the proximate 
goal of financing as large a part of the cumulated deficit as possible through 
sales of securities to nonbank investors. Judged on this basis, the success of the 
program was considerable, since borrowing from nonbank investors accounted 
for 35 per cent of total expenditures and 61 per cent of total “net” borrowing, | 
government security holdings of nonbank investors increasing from 24 to 46 
per cent of their total liquid assets between 1939 and 1946. The borrowing 
program could, however, have been improved. Some use of compulsory borrow- 
ing is mentioned as one possible improvement, and greater reliance on non- 
marketable securities as another. But neither a smaller dependence on 
redeemable securities nor a general increase in interest rates would, in the 
author’s opinion, have been wise. 

Although Mr. Murphy is no longer with the Treasury Department, his book 
is in no sense an exposé. On the contrary, he believes that, on the whole, the 
job of war finance and of postwar financial reconversion was well done. Most 
readers will agree with this, though some will insist with the present reviewer 
that certain parts of the job which Mr. Murphy feels were satisfactorily ac- 
complished could have been better done differently. But all should find reading 
The National Debt in War and Transition an interesting and rewarding expe- 
rience. 

Federal Reserve Bank of New York Cuirron H. Kreps, Jr. 


National and International Measures for Full Employment: Report by a Group of . 
Experts appointed by the Secretary-General. By United Nations. New York: 
Columbia University Press, 1949. Pp. vi, 104. Paper, 75¢. 

Among the lesser known works of the United Nations are such scholarly 
treatices as National and International Measures for Full Employment. The 
authors (all reputable economists) have been commissioned to elaborate upon 
that phase of Article 55 of the United Nations Charter which commits the U. N. 
to promote full employment and conditions of economic progress throughout 
the world. Confining themselves to the problem of unemployment caused by a 
lack of effective demand, the authors have set forth an analysis of the causes 
underlying the fluctuations in effective demand and the ways in which such 
fluctuations tend to spread among nations. This analysis is used as the basis 
for a series of very positive and concrete recommendations. 

The authors are to be complimented upon the clear and concise manner in 
which they cut across the mass of technical explanation and “put their finger,” 
so to speak, upon the key factors involved in their analysis. In particular, they 
are to be commended for their clear-cut statements regarding the necessity for 
maintaining both a high level of investment and a high level of consumer pur- 
chasing power if high level employment is to be maintained. The balanced 
thinking shown in this respect is most gratifying. The international aspects, 
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although not as clearly stated as the domestic analysis, are plausible for the 
most part. 

The highlight of the book is the series of proposals made by the authors to 
promote full employment, both domestic and international. Briefly, these 
proposals add up to the advocacy of continuous economic planning, the setting 
up of an employment target, and the installation of automatic plans of action 
to go into effect when employment drops. International-wise, the authors 
advocate multi-lateral trade, a strong world banking system with a “built-in” 
currency stabilizer, and, of course, a balance of imports and exports for each 
country. 

Although there is nothing particularly novel about these proposals, the mere 
fact that they are so clearly and concisely stated makes this book an important 
volume. The reviewer believes that every student of the “cycle” and of inter- 
national economics should be familiar with this work. I am sure that it will 
serve as an excellent basis for classroom discussion in these fields. 

University of Mississippi Paut V. GRAMBSCH 


The Problem of Employment Stabilization. By Bertil Ohlin. New York: Columbia 

University Press, 1949. Pp. 173. $2.75. 

This book consists of 7 lectures given by Professor Ohlin at Columbia Uni- 
versity and All Souls College, Oxford in 1947. In general the lectures reflect 
Professor Ohlin’s dissatisfaction on the analytical level with certain parts of 
the Keynesian system plus his scepticism on the rolicy level of a Beveridgean 
planned world in which there are always more job vacancies than men. Chronic 
excessiveness of aggregate demand rather than insufficiency seems to be Profes- 
sor Ohlin’s chief worry. 

The first lecture is on the problem of over-full employment. In a few pages 
Professor Ohlin masterfully sketches the important aspects of such a situation 
namely; bottlenecks, lowered efficiency, uneconomic allocations of goods, bu- 
reaucratic controls, general loss of adaptibility in the system, continuous 
pressure for more investment with more resulting inflation, conflict over the 
distribution of income between organized groups, and lastly the incompatibil- 
ity of such a situation with any_ true freedom of international trade. In a later 
lecture on International Relations and Economic Stability the relationship 
between the world trade crisis and the existence of overemployment in most of 
the countries of the world in the post-war period is discussed. 

In three lectures on Investment Policy, Economic Stability, and the Swedish 
Anti-Depression Policy Professor Ohlin discusses the problems connected with 
such now conventional stabilization techniques as public works, unemployment 
compensation, and tax policy along with such traditional items as central bank 
controls and wage and price policy. The author argues that stable commodity 
price levels can not be secured by central bank action except to the extent that 
credit policies prevent overinvestment and overemployment and thereby affect 
wage policy. Central bank policy has been notable for causing depressions. 


Stable commodity price levels, Ohlin insists, are better sought directly through 
stable wage levels. 
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The position of Ohlin and his other Swedish colleagues on the Keynesian 
analytical system is developed in the last two lectures which deserve a wide 

audience. In one lecture he gives a short summary of the Swedish theory of 
- unused resources. The Swedish theory according to Ohlin claims no great 
dramatic break with the past as does Keynes. It is simply a combination of 
the static theory of employment with a theory of processes of monetary expan- 
sion and contraction. It is in large part a continuation of ordinary business 
cycle theory with an explicit recognition of the fact that an increased disposition 
to save need not necessarily lead to larger investment. 

In the concluding lecture on Keynesian Theory Ohlin, after paying due respect 
to the stimulating effect of Keynes’ work, finds it deficient in that the dis- 
position to save and the propensity to consume can not be explained in static 
terms, but are dependent on the development of income, since this development 
affects expectations concerning income and plans to buy and save. A meaningful 
explanation of the relation between changes in investment and changes in 
income must involve analysis of a time-using process where the distinction 
between plans and results is clearly recognized. In addition to this basic criti- 
cism Ohlin attacks Keynes’ acceptance of classical wage theory, criticizes 
Keynes’ theory of interest and questions whether there is any chronic tendency 
for investment to be inadequate. A reduction of the interest rate, Ohlin is con- 
vinced, can at least in our time open up enormous investment outlets, especially 
in housing. 

In all this is a most interesting little book, for although it is not systematic 
it contains many interesting and incisive reflections on economic problems. 

Agricultural and Mechanical College of Texas A. MorGNnER 


The Keys to Prosperity. By Willford I. King. New York: Constitution and Free 

Enterprise Foundation, 1948. Pp. xvii, 242. $4.00. 

Here is a book published by an organization not suspected of having any red 
tinge. One reviewer says that it is a book “that has the answers.’ It seems so. 
King expounds 17 keys that will “unlock all of the gates and allow the nation’s 
caravan to move ahead along that smooth sweeping turnpike, gently rising 
and uninterrupted by any sharp hills or declivities, which constitutes the road 
to sustained prosperity” (p. 233.). They are: 

. Effective international organization to prevent war. 

. Prevention of population pressure upon natural resources. 

. Conservation of natural resources. 

. Maintenance of the quality of the population. 
. Compelling the thriftless to carry private insurance against the vicissitudes 
of life. 

Freedom of movement and employment. 

. Protection of private property. 

. Freedom of contract and sacredness of contracts made. 

. Freedom of investment and private enterprise. 

. Encouragement of invention. 
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11. Protection of the thrifty from confiscation of their savings by taxation and 
otherwise. 

12. Avoidance of governmental deficits, in bad years as well as in good years. 

13. Prevention of both inflation and deflation. 

14. Stabilization of total net new spending power. 

15. Withdrawal of government from the ownership or control of the operations 
of construction projects, farms, factories, banks, insurance funds and trans- 
portation facilities. 

16. Prevention of oppression of citizens by monopolies. 

17. Flexible wage rates instead of fixed wage rates in labor agreements. 

A large order indeed! A few of the keys raise serious questions. For example, 
No. 4; how are we to work upon the quality of our population? Does No. 11 
mean that personal income tax rates should be drastically lowered? Is No. 12 
politically feasible or even economically desirable? What would No. 15 mean 
for TVA, the giant power and irrigation projects of the West, or the control 
of railroads? 

While the author cheers for Adam Smith and laissez faire generally, he does 
admit certain “legitimate governmental limitations” such as city planning, 
prevention of pernicious monopolies, and control of the supply of money and 
credit. The bulk of the book is concerned with three major ideas: (1) an analysis 
of saving, investment, new capital formation, and Keynesianism; (2) spendable 
funds, quantity theory of money, and demand for goods; (3) wages, employ- 
ment, and flexible wage rates. In connection with the latter the author states 
that the ‘maintenance of fixed wage rates has brought nothing but hardship 
to the laborers” (p. 216). 

In the concluding chapter King lists some 250 “trouble making fallacies’ 
which he holds to be the false keys. Some of these fallacies are childishly elemen- 
tary, some are well-put and need to be continuously hammered upon, and some 
are of dubious fallaciousness. For example is it a fallacy to hold that “environ- 
ment is almost as influential as heredity’? Or that “as an individual’s income 
increases in size, the proportion which he spends tends to diminish’? Or that 
“going without goods in wartime creates a great pent-up demand for goods’’? 

The fundamental philosophy of the book is that permanent prosperity is 
attainable only through “sound” economic principles. Psychological, religious, 
spiritual and reform movements have nothing to do with it. In this respect 
an anti-Marxian economist goes all the way with Marx. 

Woman’s College of the University of North Carolina Apert §. 


Five Lectures on Economic Problems. By George J. Stigler. New York: Mac- 

Millan Co., 1950. Pp. 65. $1.75. 

These five lectures delivered at the London School of Economics were pub- 
lished in the United States in March of this year. As usual Professor Stigler 
takes a decided stand on the issues involved. 

Each lecture is an entity. There is no explicitly stated central theme although 
one familiar with the lecturer’s work would know before turning the title page 
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that he was to have presented to him a number of conclusions in support of the 
sufficiency of “accepted doctrine’ woven into a set of timely arguments. In 
the first three chapters Professor Stigler discusses the classical attitude toward 
economic equality along with “the modern implications of the classical position’”’; 
brands Mrs. Robinson’s and Professor Chamberlin’s works as useful failures; 
and presents his opinions concerning ‘“‘the technique of analysis of the classical 
economists.” The last two lectures consist of an exposition of ideas concerning 
the place and use of the mathematical method in economics, and of a statistical 
study of “the extent of competition in the United States at the end of the 
nineteen-thirties,” combined with a discussion “‘in more general terms (of) the 
trend of competition” in this country. 

Unfortunately it is impossible within the bounds of a short review to criticize 
with justice the arguments presented and the conclusions reached in these five 
brief passages. Each of the subjects contained in this little book would furnish 
the kernel of an interesting and somewhat lengthy group of debates. 

Texas Western College Joun H. D. SPENCER 


The Schumpeterian System. By Richard V. Clemence and Francis 8. Doody. 

Cambridge, Mass.: Addison-Wesley Press, Pp. 117. $2.50. 

In this book, two former students of the late Joseph A. Schumpeter try to 
rescue his system of thought from oblivion. To the present reviewer, who 
himself was once Schumpeter’s student, The Schumpeterian System is a welcome 
contribution. It contains the best summary in print of the line of thought 
Schumpeter presented in The Theory of Economic Development, Business Cycles, 
Capitalism, Socialism and Democracy, and a number of journal articles. Most 
of this slim volume summarizes and rebuts the “standard criticisms” which 
have been leveled against the system. The authors state the arguments on both 
sides almost too tersely for adequate appraisal by the reader; but the arguments 
are all there replete with references to Schumpeter and his critics so the reader 
can tell where to go for a fuller statement. 

The authors have aimed at a happy combination of textbook and research. 
The ordinary textbook, written by a man who is merely “surveying the field,” 
is arid because the author has nothing to say. The research worker who does 
have something to say usually writes only for professionals and has to get his 
book subsidized. By writing their text for undergraduates and their footnotes 
for professionals, Clemence and Doody have written a text with something to 
say and research which needed no subsidy. Undergraduates will not be interested 
in (nor really understand) the numerous criticisms which Clemence and Doody 
take up only to knock down, but the running debate should be valuable to them 
for the light it sheds on the Schumpeterian System itself. It is unfortunate that 
the authors did not reproduce the diagram Schumpeter presented on p. 213 of 
Business Cycles. To be sure that diagram might give students misleading impres- 
sions, but without it they are not likely to understand the 3-cycle schema. This 
deficiency, however, the teacher could make up in class. At any rate the present 
reviewer intends to give the book a try in his course in business cycles. 
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The important question about this book is whether it will succeed in bring- 
ing Schumpeter into favor. The book is pure rebuttal. The authors simply 
answer criticisms. They have no original ideas to contribute; they never seriously 
consider the possibility that the system might be improved (e.g., the reviewer 
- once suggested to Schumpeter a two-phase instead of a four-phase Kondratieff 
and found him receptive to the idea); they have not found any new uses for it. 
The Keynesian system became enormously popular because it was (1) sum- 
marized, (2) improved, and (3) used. Clemence and Doody have done only the 
first for Schumpeter. Unless others come along to do the second and third, his 
system will lapse into discard. 

Vanderbilt University Renovies 


Capitalism and French Glassmaking, 1640-1789. By Warren C. Scoville. Berke- 
ley: University of California Press, 1950. Pp. xi, 210. Paper, $2.50. 

This exhaustive treatise is a study of the development of large-scale capitalist 
production methods before the Industrial Revolution, as they were exemplified 
in the French glass industry. The first several chapters detail the history of the 
manufacture of each of several kinds of glass, i.e., window, bottle, common, 
crystal, and plate, over the period studied. Then the technological picture is 
given, followed by a discussion of the economic and social framework in which 
the French glass industry operated, and a treatment of all-important state 
policy. Finally, the author examines glass-making as an example of an economic 
area in which capitalist methods emerged early. His study is a first-rate piece 
of economic history. 

The glass industry is particularly susceptible to analysis in capitalist terms 
from a very early date because, as the author points out, the substantial invest- 
ment in a furnace, and the natural focus of all work around the furnace, made a 
factory type of organization necessary from the beginning. “...in all proba- 
bility since Roman times the typical manufacturing unit had been the shop or 
small quasi-factory” (p. 141). In the years preceding the French Revolution, 
the Royal Plate Glass Company was the second largest (behind the Coal Mining 
Company of Anzin) mining or manufacturing enterprise in France. “. . . if the 
sums which it had invested could have been liquidated without loss and used 
to employ unskilled labor at the current wage rate, between 15,000,000 and 
25,000,000 people could have been put to work for one day” (p. 144). 

The description of the 17th and 18th century French glass industry bears 
striking resemblances to a 20th century description of big business, with refer- 
ences to monopolistic practices (e.g., market sharing, price fixing, production 
control), unwillingness to adopt innovations, allegedly excessive state inter- 
ference, proper obeisance to the virtues of free competition, and so on, down 
the familiar list. 

This monograph is based on an extensive study of primary source material 
in several libraries, archives, and private company files, in France, and is a 
notable addition to the literature of capitalism. Painstaking case studies of 
this kind are invaluable if they can put modern “unprecedented” problems in 
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a better perspective, and induce a healthy humility in the modern economic 
statesman who views the (other than technological) progress of the past few 
centuries. The author accomplishes these objectives very well indeed. 

North Carolina State College F. E. McVay 


Total Business Fluctuations. By Montgomery D. Anderson. Gainesville, Fla.: 

Kallman Publishing Co., 1949. Pp. xii, 148. $3.75. 

This book is a revision of Professor Anderson’s highly original Theory of 
Economic Aggregates.' Chapter X of the older book (“Some Applications of 
Theory’) has disappeared, though Professor Anderson has incorporated one 
section of it in another chapter. Chapter III of the present book (‘“Total ‘In- 
come’, Production and Consumption”) is new. The remaining chapters are in 
a somewhat different order. Except for a few paragraphs, he has completely 
rewritten the chapter called “Velocity of Money and Velocity of Goods.’’ He 
has taken the greater part of the other chapters verbatim from the older book, 
albeit with various additions, deletions, and revisions. The eight charts are 
new. Despite changes, it is fundamentally the same book. 

Although Professor Anderson’s mathematics is easier than von Neumann 
and Morganstern’s, this reviewer found Total Business Fluctuations harder 
reading than The Theory of Games. In fact, he does not yet understand the 
book he is reviewing. Working at intervals, it took two months’ time, three 
letters of inquiry to Professor Anderson, and four replies from the latter for him 
to master the first three pages. Whether he is profoundly incompetent or whether 
Professor Anderson is the James Joyce of economics, he is unable to say, but 
it was plainly hopeless for him to pursue his task further. 

It may help Professor Anderson’s future readers if the reviewer sets down . 
here what he learned about the first three pages, which concern profits. Professor 
Anderson does not make it clear that under his definitions total profits neces- 
sarily equal the increase in the value of capital, but this relationship can be 
readily deduced from the equations on pages 2 and 3. The clearest way to ex- 
plain Professor Anderson’s unusual concept of profits is by a numerical example. 
Assume a stationary economy in which firms each day buy $1 worth of labor, 
combine labor services with free goods to produce commodities. Each day the 
firms sell $2 worth of commodities and pay dividends of $1. Each day laborers 
consume $1 worth of goods; capitalists do the same. Total sales are $3 per day— 
$1 worth of labor services plus $2 worth of commodities. Expenses are also $3 
per day—firms have expenses of $1 (labor services), labor households have 
expenses of $1 (commodities), and capitalist households have expenses of- $1 
(commodities). Since profits are the difference between sales and expenses, 
aggregate profits are zero (as is the increase in the value of capital). Firms 
have profits of $1 per day, but capitalist households (which sell nothing) have 
losses of $1 per day. If capitalist households were now to reduce consumption 
so as to save and invest 50¢ per day, their expenses (and losses) would go down 


1See the review by R. L. Anderson (not to be confused with M. D. Anderson) in Southern 
Economic Journal, Jan. 1946, pp. 310-312. 
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by the same amount, and net profits of 50¢ per day for the entire economy 
would emerge. 

Under Keynes’ definitions savings equal investment. Under Anderson’s, 
profits equal something very close to investment. The former relationship is 
- fruitful. Whether the latter is fruitful could be determined only by an appraisal 
of Professor Anderson’s entire book. 

Vanderbilt University Renvies 


Security for the People: Ways of Maintaining Full Employment and High Farm 
Income. By Roland W. Bartlett. Champaign, Ill.: Garrard Press, 1949. Pp. vii, 
303. $3.75. 

According to the Preface, ‘“The purpose of this book is to stimulate thinking 
on ways of maintaining full employment and high farm income within the frame- 
work of a competitive system of free enterprise.” The author’s text comprises 
just over one-half of the volume. The remainder is given over to an appendix 
composed of some thirty pages of statistical data in tabular form and a hundred- 
odd pages of articles selected from a wide variety of sources. 

Professor Bartlett’s analysis of our failure, in the 1930’s, to maintain such high 
levels of employment and income runs almost solely in terms of a well-known, 
often-exorcised, still omnipresent factor—monopoly, especially the type found 
in steel, automobiles, and farm machinery. Familiar data are adduced to present 
the pattern of concentrated control, drastic curtailment of output, and inflexible 
prices in this area and era. No attention is given to other factors as causes of 
economic instability, save for brief mention of the need for appropriate monetary, 
fiscal, and tax policies. 

No objection can be entered against an effort to minimize concentrated eco- 
nomic power and other features which introduce regidities into an enterprise 
economy. Fresh, vigorous attacks on these problems are indeed welcome. What, 
then, is the author’s program to correct such major deficiencies in our system? 
He advocates, first, the restoration of competition and a policy of reducing prices. 
The only substantial item which he offers to achieve this goal is that the basing 
point system be eliminated. (Supreme Court decisions ante-dating the publica- 
tion of this volume permit substantial progress to this end.) Beyond this proposal, 
Professor Bartlett’s program becomes vague: “Use every power of government 
...to restore competition” and ‘Distribute more of the benefits of increased 
productivity to buyers in the form of lower prices” (p. 150). One must infer that 
heavy reliance is to be placed on education and exhortation of industrial leaders 
rather than on any tangible means of reducing their power. “It is to be hoped 
that the few men now controlling the steel industry will think through the prob- 
lems confronting them and assume their responsibilities for making our system 
of free enterprise . . . a thing of fact” (p. 39). 

The author then proceeds to endorse a variant of the competitive process— 
at least he calls it “constructive” competition, under which the power of govern- 
ment would be invoked as “umpire” to establish wages and prices for steel and 
other industries under an “industrial administration act’’ (1950-model NRA?). 
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The combination of such a program with the “restoration of competition” would 
seem to call for substantial elaboration and comment, but references to “rules 
of the game” and “stabilized markets” bring no clear formulation of the way in 
which “constructive” competition would differ in essence from that engaged in 
by the private collectivisms of the steel and other industries. 

The introduction of ‘‘a guaranteed annual wage to every wage-earner”’ is also 
recommended (p. 75). Here too it would be enlightening to have a careful state- 
ment of the way in which this device might be introduced into our economy, in 
view of the almost insuperable obstacles to its general use which recent students 
have noted. Brief descriptions of two or three such plans in current use by single 
firms present no such analysis, nor do they give any hint as to how the guaranteed 
annual wage would eliminate monopoly or re-establish competition. 

Other points urged in this volume include the encouragement of co-operatives, 
research, extension courses, and vocational training. The appendix contains some 
interesting material, but it does not remedy the weakness of the author’s own 
statement. 

The verdict must be that Professor Bartlett’s book falls substantially short 
of meeting the promise implicit in its challenging title. Indeed the major portion 
of the text appears to be a somewhat random collection of a series of, say, lunch- 
eon-club addresses, with perorations which invoke “the spirit of the Marines 
when they attacked the beachheads” or declaim that “Both management and 
labor must accept their responsibilities.’”’ Such an audience may find this presen- 
tation a stimulus to thought; more scholarly readers will deem it less provocative. 

University of Texas Carey C. THomMPpson 


The American Economic System. By Frank D. Newbury. New York: McGraw- 

Hill Book Co., 1950. Pp. xii, 558. $5.00. 

Dr. Newbury’s book is intended as a one-semester economics textbook 
especially designed to appeal to three groups of students: (1) juniors or seniors 
in professional schools and colleges; (2) students who are interested in an applied 
economics course; and (3) those college graduates who are in business or industry 
and are “interested in obtaining a working knowledge of the operations of our 
American economic system” (p. vii). The American economic system is presented 
“as it is” with emphasis on the close connection of economic principles with 
practical situations. 

Part One of the text is descriptive of the American economic system with 
emphasis on its two main objectives: (1) greater production per person (p. 3); 
(2) “steady maintenance of progress,”’ without serious unemployment and with- 
out serious fluctuations of boom and depression” (p. 8). The author also names 
and discusses briefly what he considers the basic institutions and principles 
upon which the American economic system is founded. 

In Chapter 2 the author attempts to show by charts and tables, together 
with explanations of each, the three great forces of natural resources, population 
growth, and capital resources, which have made possible the growth of the 
American economy. 
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Part Two of this text, consisting of four chapters, is devoted to a description 
of the Static System and the principles which govern the same. Dr. Newbury 
describes the Static State as the laboratory model of the economist in which 
perfect competition controls conditions affecting the market, the product, and 


_ the process of production. By a number of examples the author shows the 


difference in the operation of the law of supply and demand in the Static State 
and in actual economic society. Emphasis is given to the operation of the 
business firm and the “theory of wages under the simplified conditions of the 
Static model and within the assumptions of perfect competition” (p. 115.) Later 
in the text Dr. Newbury contrasts these conditions with the actual operation of 
production and wage determination in our complicated dynamic society and 
modern industrial organization. p 

In Part Three Dr. Newbury shows how our modern dynamic society is marked 
by change and uncertainty. By charts, tables, and examples, it is shown that 
the conditions of progress in the dynamic society are determined largely by 
competition and monopoly; by cost and revenue in industry and farming; by 
the profit incentive, which is the force that governs the decisions of business 
men both as to the amount of goods to be produced and the wages to be paid 
to labor. 

Approximately one-half of the text is devoted to a discussion of the national 
income and its distribution; the behavior of money and prices; the creation of 
funds for consumption and investment purposes; and the part which the busi- 
ness cycle plays in the modern economic system. 

It appears to the reviewer that the author has prepared an excellent book 
for the professional man in particular. Some knowledge of the field of economics, 
however, is necessary for a full understanding of the text. The summaries and 
questions at the end of each chapter are especially valuable. 

Mars Hill College Rapa M. Lee 


Basic Economics: A Macro- & Micro-Analysis. By George Heberton Evans, 

Jr. New York: Alfred A. Knopf, 1950. Pp. xix, 381. $4.50. 

Professor Evans in his Basic Economics has given a new and different presenta- 
tion of economics in a text designed for a one-term course for two groups of 
college students: those who do not expect to take further work in the subject 
and those who plan to continue the study of economics or some other social 
science. The objectives of the course are stated to be: (1) to acquaint the readers 
with the nature of the problems with which economists deal; (2) to give a fair 
degree of understanding of some of the analytical methods employed in study- 
ing these problems; and (3) to stimulate thought and discussion about basic 
economic problems. 

Professor Evans begins his book with a discussion of aggregative economics 
on the national level. Part one deals with certain economic institutions important 
to the national economy like money and banking, labor organizations, and big 
business. He then takes up various national economic problems like economic 
growth, business cycles, full employment, income distribution, economic wel- 
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fare, and the national debt. In parts three and four, eight chapters are given to 
a consideration of the problems of the market and the firm. Part five comes 
back to aggregative economics again with the problems of foreign trade and the 
efforts to revive it. 

The book has a fairly complete discussion of aggregative economics and the 
raw material for a still fuller discussion in many tables and charts (a total of 70 
tables and 60 charts) presenting and analyzing recent economic data. By 
comparison the discussion of micro-economics seems scant, more of a survey, 
except for samples illustrating the tools used by the economist. Much of the 
usual material must necessarily be left out of a one-term course, and Professor 
Evans has made a good selection for those who wish to emphasize aggregative 
economics. 

The book is free and easy in its style, and very readable, with the exception 
of his mathematical explanations and a number of places at which the reader 
must stop and study a table or chart. The course based on this text would be a 
rather difficult one, however the many charts and graphs, and the discussion of 
modern economic problems should motivate the student. Basic Economics is a 
welcome addition to the sadly short list of texts suitable for a one-term course 
stressing macro-economics. 

North Georgia College Lorimer B. FREEMAN 


The Economics of Agriculture. By R. L. Cohen. Rev. ed. Cambridge: Cambridge 

University Press, 1949. Pp. xvi, 216. 6s ($1.75). 

If the aim of Professor Cohen, in writing the present text, is to record ‘What 
oft was thought but ne’er so well expressed,’”’ he has nearly achieved his goal. 
First published in 1940, as a part of “The Cambridge Economics Handbook” 
series, The Economics of Agriculture has been rewritten to take account of 
agricultural developments during and since World War II. The chapters on 
agricultural production, diminishing returns, the size of farms, marketing, 
supply and demand, income, and instability remain largely the same as in the 
first edition. Though the book is no doubt intended for students in Great 
Britain, these chapters would repay study and perusal by agricultural econo- 
mists, present and prospective, in the United States. The latter will be charmed 
by Professor Cohen’s gift for organizing complex material and expressing it 
lucidly and interestingly. Splendid lecture material for the Principles course 
is to be found in these chapters. 

Perhaps of greatest interest to the reader of this Journal is the concluding 
chapter on “State Intervention in Agriculture.’’ Almost completely rewritten, 
the expanded length of this chapter reflects the growth of economic planning 
in England as well as the almost world-wide increase in agricultural interven- 
tionism. Professor Cohen explains the ‘“‘reasons” for government intervention, 
the types of such intervention, techniques and objectives of both normal and 
emergency intervention, and the difficulties in the way of state agricultural 
programs. He concludes that ‘“‘planning in agriculture, as in industry, may often 
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be desirable and sometimes essential, provided it is designed and carried into 
effect in the interest of the community as a whole” (p. 211). 

American economists have used English textbooks to advantage in many 
of their classes. Agricultural economists might do the same with The Economics 
of Agriculture. 

Utah State Agricultural College L. J. ARRINGTON 


Movements for Economic Peform. By Philip Taft. New York: Reinhart & Co., 

1950. Pp. xiv, 614. $5.00. 

Here is a textbook of broad scope. It deals with the theories and programs 
for economic reform. While the book is similar to texts commonly used in 
courses in economic systems, greater emphasis has been placed upon historical 
events, reformers and their ideologies. 

The body of the book contains 33 chapters with two additional chapters 
added as an appendix. The organization is topical and covers such subjects as: 
the Utopians, Marxism, Anarchism, Austro-Marxism, The English Labor Party, 
The Swedish Middle Way, The New Deal, The Soviet Economy, Christian 
Socialism, Economic Planning and Cooperation. The appendix chapters treat 
reform movements in Belgium and Spain and might easily have been incorpora- 
ted into the body of the book. In several instances the chapter headings do not 
reflect too clearly the actual subject matter. 

Over 60 economic reformers have been given special sectional treatment while 
the ideas of many other reformers receive lesser attention. Karl Marx is given 
two chapters. The first is sketchy and incomplete while the second is one of the 
learest presentations of Marxian economic theory available in summary form. 
Beginning with Plato, the author very briefly treats such reformers as Win- 
stanley, Mably, Saint-Simon, Cabet, Bakunin, Weitling, Jaures, Most, Herzen, 
Lenin, Ruskin, Trotsky, Mussolini and many more. The group is so diverse 
in ideology that reform, as used in the title, seems to imply merely change rather 
than “change for the better.” 

More closely related to the actual problems of economic administration is a 
chapter on the Soviet Economy. Brief treatments of Sweden, England, Italy 
and other countries are also included. International organizations are more 
fully treated in three separate chapters and in other sections of the text. It 
is the brevity of treatment afforded applied economic planning that differen- 
tiates this book from most texts dealing with economic systems. 

In a book of this kind there are likely to be many points of difference between 
the author and the reader. The author has placed Nauvoo in Missouri (p. 58) 
while the reviewer believes it to be in Hancock county, Illinois. From a theo- 
retical point of view, the author, in his criticism of Marx, states, “. .. only in 
laissez-faire capitalism is it possible for economic power to dominate the policies 
of society” (p. 96). Of the Nazi economy, he states, ‘The government was 
guiding the economy in a direction chosen by itself rather than allowing the 
market to decide; hence the economy must be regarded as noncapitalistic” 
(p. 468). In his criticism of Rosa Luxemburg’s analysis of imperialism, the author 
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states, “...she fails to see that the exported goods are not given away, but 
are paid for with imported goods” (p. 490). These are examples of statements 
that the reviewer cannot accept at face value. 

A book of such wide coverage is bound to leave the reader with a feeling of 
insufficiency regarding many topics. Yet the student should obtain from the 
whole a perspective of reform movements not generally available. Whether such 
a book is adequate for use in courses dealing with economic systems will depend 
largely upon whether the teacher wishes to attain an historical perspective or 
an understanding of structure and function. It is certainly worthy of considera- 
tion. 


University of Kentucky Joun T. Masten 


The Community of Man. By Hugh Miller. New York: Macmillan Co., 1949. 

Pp. 169. $3.00. 

This book is not written by an economist nor in a style common to economic 
treatises. The book does, however, have economic significance for Dr. Miller 
has attempted to account for the very existence of the “organic economy.” 

Using mainly biological evidence, the author seeks to show that society (the 
self-regenerative group) persists because it is adaptable to internal and external 
conditions. Groups which are not adaptable become extinct for there is “no 
necessity, cosmic or general or group, absolutely requiring that the group per- 
sist.’’ Adaptation is primarily a function of the mind and more recently of human 
intelligence working through science. 

Man is able to shape his own destiny through knowledge relating to the facts 
of internal social adaptability. In other words, it is necessary for man to under- 
stand the scientific basis for persistence and then to act accordingly. This ex- 
pands Marx’s theory of social evolution which seeks to make evolution solely 
dependent upon external economic forces. Decadence, according to Miller, is 
internally rather than externally induced; “great civilizations died from within; 
they decayed for lack of social adaptation internal to the group.” 

Dogma, myth and fixations—economic, religious, social, racial, etc.—block 
rational adaptation. “The great orthodoxies have become impediments to prog- 
ress and human brotherhood.” Thus adaptation, internal, external as well as 
economic, requires scientific destruction of these fixations. 

Applying the logic of his thesis to the “cold war,” the author contends that 
both communism and individualism are group adaptations resulting from a 
thousand years of evolution, therefore, both quite “natural.” Further inter- 
group adaptation is required if either or both are to persist. This is possible, 
according to the author, if each group understands the other’s historical raison 
d’etre and as a result, harmoniously adapts itself accordingly. 

There seems to be a great deal of logic in Miller’s thesis. There is usually a 
rational solution to group conflicts but it would be unwise to overestimate man’s 
use of intelligence. 


University of Kentucky Joon T. Masten 
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Federal Tax Reform. By Henry C. Simons. Chicago: University of Chicago 

Press, 1950. Pp. x, 161. $3.50. 

This essay published some four years after the death of the author was 
originally written in 1943 while he was consultant to the Committee for Eco- 
nomic Development. Because of poor health, pressure of other duties, and some 
differences in emphasis between author and sponsor, the work was not published 
then. The keeness of Simons’ analysis is attested to by the appropriateness of 
his remarks and recommendations now, some six or seven years after they 
were made. 

After a short introduction, which by the way contains a revealing statement 
of the author’s belief about the place of the ‘“economist-tractarian”’ in shaping 
policy (p. 3), he proceeds in the next chapter to outline the general objectives 
of tax policy. In his list of seven are included all of the orthodox “tests” or 
“eriteria’”’ of a good tax system but with many fresh points of emphasis. “The 
problem of adequacy is simply the inflation problem” (p. 4), and should not be 
associated with stability. Maximum directness of levy is needed to curb irre- 
sponsible government. Equity among individuals and families can be achieved 
only through proper selection of the tax base and not solely by rate progression. 
Minimal adverse effect upon competitive private enterprise requires the abolition 
of business taxes. Elimination of the tax bias against equity financing, radical 
simplification of particular taxes as well as of the system, and efficient enforce- 
ment to minimize collection costs, compliance costs, and escape loopholes are 
other objectives. 

Twelve specific proposals are submitted in furtherance of these objectives. 
(1) The personal income tax should be used as the predominant source of federal 
revenue with source collection extended, sharing with the states, and use of 
exemption changes instead of rate changes to give needed flexibility to meet 
economic changes. (2) Tax-exempt securities should be abolished. (3) Rental 
equivalent for owner-occupied homes should be included in the income tax 
base. (4) Either unrestricted division of family income between husbands and 
wives or compulsory joint returns should be adopted. (5) Eliminate, or radically 
reduce, federal excise taxes. (note: not just the war-time taxes). (6) The whole 
system of death duties should be overhauled, possibly replacing the present 
taxes with a tax on beneficiaries on donative transfers. (7) Repeal the excess- 
profits taxes and, (8) the income tax on corporations while collecting on divi- 
dends and interest payments at the source. (9) Introduce a simple (?) averaging 
procedure under the personal income tax to meet the problem of irregular 
income. (10) Eliminate all special treatment for capital gains and losses. (11) 
All transfers of property should be treated as “realizations” by the transferor 
of the estimated market value at the time of transfer, and the same as the 
“basis” to the recipient. (12) The twelfth proposal includes repeal of provisions 
which affect corporations seeking to avoid surtax, personal holding companies, 
consent dividends, special depletion allowances, and wash sales. 

Discussion of reasons behind these proposals and of numerous other detailed 
administrative features of the income tax is contained in three following chap- 
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ters. Not to be overlooked are the critical remarks scattered throughout nearly 
20 pages of notes at the end. Those acquainted with Simons’ earlier writings 
will find here and throughout the book the same pungent style. New and old 
readers alike will be impressed by this product from the hand of the leading 
American academic champion of Economic Liberalism. 

University of Florida C. H. Donovan 


Public Finance and Fiscal Policy: An Analysis of Government Spending, Revenue, 
and Debt. By Richard W. Lindholm. New York: Pitman Publishing Corp., 
1950. Pp. xxvii, 732. $5.50. 

Any new attempt to give serious analysis to the significance of the vastly 
increased levels of government expenditures and receipts, levels which show 
every sign of rising rather than falling, should be cordially welcomed by a wide 
audience. This recent volume by Professor Lindholm tackles the major problem 
of relating governmental income and outlay to the total pattern of economic 
activity. The author’s approach is heavily influenced by J. M. Keynes, but 
his more immediate obligation is to the teaching and writings of Alvin Hansen. 

The book is divided into eleven major parts. After the introductory chapters 
come four sections on expenditures, concerned respectively with general expendi- 
ture policy, welfare, natural resource, and war-related expenditures; the next 
property and excise revenues, and special business taxes; the penultimate section 
discusses public debt; the last, fiscal administration. The author has succeeded 
in incorporating an amazing amount of material into these various areas. He 
has included very recent data as well as interesting discussions of the historical 
background of the several topics. On controverted issues he is generous in calling 
attention to viewpoints which differ sharply from his own. There is a glossary 
containing definitions of more than one hundred “technical terms.” 

As for the various individual divisions of the subject matter, the author has 
presented a series of stimulating analyses which show quite clearly that the 
several aspects of expenditures, taxes, and public debt do have manifold in- 
fluences on the behavior of our economy. Each such item becomes much more 
than “an isolated occurrence with little economic meaning.” Stylistic lapses 
occur here and there, and minor inaccuracies creep in occasionally, as in the 
discussion of the highly complex field of unemployment insurance taxes. In 
general, however, Professor Lindholm offers a very competent and enlightening 
presentation on the individual topics into which this wide range of materia 
is divided. 

Commendable as it is in so many respects, this study suffers from the in- 
ability of the author to reach a satisfactory conclusion as to the goals of fiscal 
policy. Four such goals are announced (pp. 23-26): (1) price relationships, 
(2) the level of consumption, (3) the level of employment, and (4) the distribu- 
tion of income. For each goal the level or relationship should be “desirable,” 
but nowhere does the appropriate measurement become more accurately defined. 
What, for example, would be a desirable level of prices? “The general level of 
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prices best serves the needs of a capitalistic society if it rises slowly;' fiscal activities 
can and should be utilized to attain this ideal’ (pp. 26-27). The reader is left 
to wonder as to the exact nature and effect of a “slow rise” in the price level, 
but wonder turns to confusion as, within the page, the author implies that 
price level “‘stability” is the goal. Later he takes a more definite stand. ‘‘Main- 
taining a stable monetary unit in terms of purchasing power is usually considered 
the first requirement for developing a rational economic program. Fiscal policy 
must have as one of its principal goals preventing the depreciation or apprecia- 
tion of the value of the monetary unit” (p. 302). Further, the relative weight 
to be assigned each of these four goals remains in doubt. Originally, a desirable 
distribution of income “is much more fundamental than the other three” (p. 
25), but soon it appears that ‘‘More than any other goal, a desirable employment 
level is the aim of the entire economic and social system” (p. 38). 

It seems to this reviewer that these inadequacies arise in part because of the 
author’s preoccupation with the economic problems of the 1930’s. Those ail- 
ments were severe enough, everyone knows, but in the 1950’s the major problems 
appear to be of an entirely different nature. Our global responsibilities, as yet so 
imperfectly appreciated, are alone enough to make for such a change. For the 
current attack we must choose weapons from the arsenal of fiscal policy with a 
nicer discrimination and a more accurate understanding of their nature and 
limitations, On these fundamental considerations, Professor Lindholm’s book has 
added little to our capacities. 

The University of Texas Carry C. THomMPpson 


Studies in Income and Wealth. Vol. 12. New York: National Bureau of Economic 

Research, 1950. Pp. xiv, 585. $6.00. 

Economists, specialists in the “‘science of wealth,’ have concentrated on na- 
tional income measurement and analysis while neglecting measurement and 
analysis of national wealth. Thus argued Martin R. Gainsbrugh to the National 
Bureau of Economic Research Conference on Income and Wealth in 1946. The 
present volume is the fruit of Gainbrugh’s argument; the goal of this volume was 
to present a national balance sheet. This goal has not been achieved, but sub- 
stantial pioneering work has been done in this collection of papers and discussions 
by an expert group. 

The general problems and methods of the measurement of wealth are set forth 
in the first part of this work. Probably the most important single aspect of this 
early part is the recognition that social accounting is of two types, national 
business accounting and national economic accounting. National business ac- 
counting is simply the listing of assets and claims; it would render the sort of 
national balance sheet one would expect from a broadminded accountant, if 
such a creature could be found. National economic accounting recognizes the 
need for a criterion of economic efficiency at the national level; consequently 
marginal cost should be substituted for price whenever the two are not identical. 


1 Emphasis in the original. 
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This point is made by Morris A. Copeland, who wrote the introduction, and by 
Raymond W. Goldsmith in his contribution. Goldsmith also discusses important 
problems of technique such as the problems of classification, consolidation, etc. 

The uses of national wealth data and the structure of claims are ably explored 
by Albert G. Hart. Hart lays out a hypothetical cross-classification of claims 
in an attempt to crystallize the claims structure and to emphasize the bilateral 
nature of claims. A distinction is made between mechanical and motivating 
relationships. Mechanical relationships arise from inflows and outflows of various 
economic quantities, while motivating relationships express situations which 
will call forth actions on the part of the persons concerned. Hart does not demon- 
strate that a national balance sheet will offer insights into such relationships 
that could not be gained more easily in other ways. 

Copeland’s article on money flows and negotiable claims together with brief 
comments by several economists round out the first part. 

The second part of the book is made up of papers devoted to estimates of 
particular sectors of the proposed but still incomplete national balance sheet. 
Although these are too numerous to review in detail, a listing may be of interest. 
Roy J. Burroughs compiled and explained the rather complete agricultural seg- 
ment, while Lawrence A. Reuss covered the related field of land utilization. 
Subsoil wealth was the province of the late H. Foster Bain. A balance sheet of 
manufacturing enterprise is presented by Martin R. Gainsbrugh and Lucie 
Krassa, with public utilities being treated by David A. Kosh. Nonfarm business 
inventory data represents the work of George M. Cobren. An extremely interest- 
ing and expert paper on consumers’ tangible assets was contributed by Lenore 
A. Epstein. J. E. Reeve offered data on the governments’ portion of the national 
wealth, while Solomon Fabricant and R. E. Lipsey set forth material on non- 
military capital assets of the federal government. The final paper of the collec- 
tion is that of Robert L. Sammons on the problems raised by foreign investment. 

These factual articles are uniformly of high quality, but nonetheless dis- 
appointing. The need for more complete data is so great as to cause one to wonder 
if data collection generally is proceeding in the correct channels. There appears 
to be a great field here for sampling as opposed to estimates, guesses, and count- 
attempts. Also the number of arbitrary adjustments made in the data is ap- 
palling. It seems likely that in many of these instances the use of modern sta- 
tistical methods would result in much more reliable adjustments. 

University of North Carolina R. W. Provuts 


Federal Reserve Policy-Making: A Study in Government Economic Policy Forma- 
tion. By G. L. Bach. New York: Alfred A. Knopf, 1950. Pp. xvii, 282, v. $3.00. 
The ABC of the Federal Reserve System. By Edwin Walter Kemmerer and Donald 
L. Kemmerer. 12th ed. New York: Harper & Bros., 1950. Pp. xi, 229. $3.00. 
The first of these books endeavors to present the actual processes of policy 
making in the field of monetary and bank supervisory policy. The objective is 
to determine whether existing organization and procedures have been conducive 
to satisfactory monetary policy in recent decades and whether they could be 
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improved. By the author’s definition monetary policy encompasses not only the 
traditional Federal Reserve credit policies but also federal debt policy; it thus 
embraces those activities which affect the volume of liquid assets (currency, 
deposits, and government debt) and the fiscal and debt policies which are over- 
- shadowing the strictly monetary. The author does not get involved with tax 
policy. 

These concepts of monetary policy and the Federal Reserve’s responsibilities 
in “joint action” with, or under the domination of, the Treasury are outlined 
in part one, internal policy formation is taken up in part two, external relations 
in part three, and an analysis is made in part four of the “lessons of monetary 
experience.” 

The author believes that organizational arrangements contribute to the 
policies undertaken and that the present ones could be improved with a good 
effect on policy. He deals with such matters as interagency differences and con- 
flicts and reveals in some measure how key figures and agencies behave. He 
suggests the desirability of a formal but very flexible National Monetary Council 
to coordinate monetary-fiscal-lending policy. The council would be responsible 
to the President and consist of such officials as the Secretary of the Treasury, 
the Director of the Bureau of the Budget, the Chairman of the Board of Gover- 
nors of the Federal Reserve System, and a representative of the lending agencies. 

The analysis and proposals are in terms of countercyclical policies. The book 
is not concerned with those fundamental issues on which there is a wide difference 
of opinion, but accomodates itself to the exigencies of developments of the last 
20 years as reflected in the administration of the agencies. 

The underlying differences of philosophy and opinion in this field which should 
be understood by the informed citizen are indicated in the second book, the 
12th edition of Kemmerer’s ABC of the Federal Reserre System. The book makes 
clear the influence of Keynesian thinking on the board and, both by way of the 
perspective provided and the views referred to, directs attention to the issues 
involved. 

The new edition, a revision by the son of the original author, reflects the 
original author’s thoroughgoing understanding of the subject as well as the 
historical perspective of the reviser whose contributions in the field of economic 
history are well known. The early chapters have been considerably revised and 
rearranged, but the last half of the book is largely new. There is a concluding 
chapter on ‘what to look for and where to find it.”” Those familiar with the 
earlier editions will find that the new edition has some other interesting addi- 
tions. For example, aside from some photographs, there is an appendix on why 
some state banks do not belong to the Federal Reserve System and also a selected 
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Muhlenberg College ALFRED BoRNEMANN 


Taxation of Thoroughbred Racing. By Rienzi W. Jennings. Lexington: University 
of Kentucky, 1949. Pp. viii, 126. $1.00. 

The Whiskey Production Tax in Kentucky, 1933-1947. By Orba F. Traylor. 

Lexington: University of Kentucky, 1949. Pp. 53. 50¢. 
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At a time when most state and local units of government are actively seeking 
new sources of revenue to finance their expanding services, the publication of 
these two volumes should be received with interest by legislators, students of 
taxation, and public-minded citizens. While these studies are condensations of 
larger works and, to some degree, suffer from this fact, they nevertheless present 
a mass of hitherto unavailable data. 

Of the two studies, Mr. Jenning’s Taxation of Thoroughbred Racing provides 
the more comprehensive treatment. In this volume, the methods employed 
to tax racing are examined, the economic effects which these taxes exert upon 
the racing industry are analysed, and the present taxes imposed upon racing in 
the United States are described. The reader cannot fail to be impressed with 
both the recent growth of the racing industry, and the consequent benefits it 
has brought to certain units of government ‘. the form of tax revenues. While 
many states are unable to avail themselves of this source of revenue, taxes upon 
horse racing provide an important share of state tax revenues in at least nine 
states. Of special interest is the author’s discussion of the point at which in- 
creases in the rate of the pari-mutual tax fail to bring about increases in the 
revenues from this levy. The concluding portions of this study are concerned 
with a critical analysis of the taxes which Kentucky imposes upon racing, and 
the possible revision of this legislation. 

Mr. Traylor’s study, The Whiskey Production Tax in Kentucky, 1933-1947, 
is more limited in scope. In it, the place of the production tax in the Kentucky 
revenue system is described, the growth and development of the state’s distilling 
industry is examined, and the possible effects of the production tax upon the 
distilling industry are analysed. Of special interest is the analysis of the incidence 
of the production tax. Although a considerable array of statistical evidence is 
marshalled, the author is unable to reach a definite conclusion concerning the 
incidence of this tax. In addition to his analysis of the Kentucky production 
tax, Mr. Traylor traces the history and subsequent repeal of the Maryland 
whiskey production tax. 

Both of these volumes represent an attempt to apply economic theory to 
practical tax problems. The critical reader may find the results of the analysis 
inconclusive and therefore disappointing; however, it appears that the lack of 
definite conclusions may be attributed to the limitations of the primary data 
upon which the studies are based. 

University of North Carolina Jor S. Froyp, Jr. 


Tax Structure of the State of Washington. By Maurice W. Lee. Pullman: State 
College of Washington Press, 1950. Pp. viii, 134. Paper bound single copies, 
50 cents; in lots of 100 or more, 35 cents. Cloth bound, $2.50. 

In this thin volume Dean Lee includes a series of essays which in the aggregate 
embody a searching—even though not exhaustive—analysis of the Washington 
state tax system. The materials fall in several basic categories. The first two 
chapters concern elemental concepts about taxation, including consideration 
of the basic definitions and of the distribution of the tax load. The third and 
fourth chapers examine the excise taxes of Washington by emphasizing their 
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revenue productivity and their contribution to regressiveness. The analysis in- 
cludes some comparison, especially of the general sales tax, with the operation 
of kindred taxes in other states; but the data employed concern only state taxes 
as defined rather than the sum of state and local taxes. Dr. Lee in this connec- 


_ tion gives no attention to completeness and equality of enforcement of the ex- 


cises, general or selective. The fifth chapter considers the possibilities of an in- 
come tax—a measure which Washington does not employ. Here he gives emphasis 
to equity and revenue considerations. He appears to believe a flat-rate tax would 
be sustained by the courts, and he seems to regard such a measure as not pro- 
gressive even if an initial exemption be employed, as formerly was the case in 
Britain (p. 61). The sixth ch: pter abandons the general approach previously 
employed and centers attention on the administration of property taxes. The 
primary showing seems to be that property taxation as administered in Washing- 
ton is grossly unequal as among (a) counties, (b) eastern and western parts of 
the state, (c) rural and urban property owners, and (d) individual taxpayers 
generally. The final chapter is a summary of findings and a restatement of the 
author’s appraisal. 

Tax Structure of the State of Washington is a book that business students and 
economists generally should read. It is vigorous and thought-provoking. In- 
deed, it is stimulating at even those points which invite disagreement. For 
example, Chapter II will intrigue even those who (a) are unable to see how 
both federal grants to states and local grants by states can logically be excluded 
from the ‘‘costs of state government,” or (b) are doubtful about the significance 
of interstate comparisons of state government costs or tax loads to the neglect 
of the division of responsibility between state and local government, or (c) would 
eliminate the influence of changing populations on interstate tax-to-income com- 
parisons. 

University of Kentucky JAMES W. MARTIN 


The New Deal Collective Bargaining Policy. By Irving Bernstein. Berkeley: 

University of California Press, 1950. Pp. xi, 178. $3.00. 

The New Deal brought about drastic changes in governmental policy relating 
to economic affairs in this country. Perhaps the intervention of the federal 
government in the field of collective bargaining has had the most far-reaching 
consequences of any of these changes. 

This book deals with the formative period of governmental intervention in 
the field of industrial relations with major emphasis on the years 19833—1935. In 
gathering material for this book the author had access to unpublished papers 
of Senator Wagner, the late President Roosevelt and others. The treatment is 
largely historical and seeks to explain the radical departure in public policy, 
‘Sn light of the times: the condition of the union movement, the crystallization 
of fundamental ideas, and the nature of the ‘first’ New Deal.” 

The author contends that the New Deal at its inception was not a radical 
reform movement. In fact, it sought to work within the framework and view- 
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point of the business community. The insertion of Sec. 7(a) in the NRA Act 
was not for the purpose of radically changing collective bargaining procedures 
but was intended to create the impression of balanced treatment of business 
and labor. 

The author believes that Senator Wagner and the unions did much to convince 
the President that he should release himself from the viewpoint of business. In 
their attempt to convince the President on this point they were aided by the 
Supreme Court. The Court’s decision in the Schechter Case was the climax of 
the judiciary’s part in bringing about the change from a recovery to a reform 
movement. On this point the author states, “By raising a constitutional bar 
against moderate change, the Court influenced Roosevelt to seek more far- 
reaching solutions.”’ He also expressed doubt that the Wagner Act would have 
been passed at all in the absence of the Court’s action. 

The last chapter gives an evaluation of the arguments advanced in favor of 
and in opposition to the Wagner Act. This unbiased discussion of the issues be- 
fore Congress as presented by both sides is perhaps the most interesting part of 
the book. 

The reader is impressed by the impartial treatment of a very controversial 
subject. The author gives a straightforward treatment of all phases of the de- 
velopment of the new concept of industrial relations without imposing his own 
opinions upon the reader except when necessary and desirable. 

University of Virginia Grorce T. STARNES 


Introduction to Labor Economics. By Orme W. Phelps. New York: McGraw-Hill 

Book Co., 1950. Pp. xvii, 554. $4.50. 

Those teachers who value traditional material presented in a clear, forceful 
manner will find this book appealing. Those who long for a new approach to 
labor problems will be left longing. The book is divided into four parts. Part I 
is devoted to an analysis as to what a labor problem really is. The author makes 
a serious though by no means a wholly satisfactory attempt to isolate labor 
problems from social problems in general. He groups all labor problems into three 
big groups—Income, Security, and Organization. These are then subdivided until 
he finally ends up with the usual number of problems. Each one of these is then 
analyzed both from an academic and an historical approach. 

Part II contains a very thorough treatment of society’s approach in attempting 
to solve the basic labor problem of income. This plan of first discussing each one 
of the three big labor problems and then following it with the solution or pro- 
posed solution before going on to the next problem is not adhered to throughout 
the book. In treating the other two big problems the analysis and the remedy 
are both treated together. 

Part III deals exclusively with the problem of security. The author exhibits 
considerable skill in so analyzing labor’s striving after security that the solu- 
tion appears self-evident. At times his rigid objectivity becomes a vice. He ap- 
proaches all avenues of correction with a caution dictated no doubt by the emo- 
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tionally charged atmosphere of the present era. He exhibits no aspirations to 
channel the student’s thoughts along any particular course of correction. The 
only exception to this statement probably will be found in his liberal quotations 
from Keynes, Hansen, and other economists from that school of thought. These 
quotations incline one to classify the author as a member of this school. 

Part IV deals with the problem of organizatoin and comprises more than 
half of the book. It could more appropriately be called a history of the labor 
movement rather than the problem of organization. Historical perspective is 
the crying need of the hour, but the student will have difficulty in acquiring this 
perspective from the author’s material. For example, in describing the Home- 
stead Strike of 1892 casual reference is made to the Mohawk Valley formula, and 
the use of Pinkerton detectives. Few dynamic teachers will be satisfied with such 
a casual treatment of topics so essential for giving the present day student an 
insight into the basic struggle between capital and labor. Does history show that 
the press has been impartial and objective in reporting labor disputes? Does his- 
tory show that our courts have been impartial tribunals of justice in adjudi- 
cating disputes between capital and labor? Does history show that the use of the 
police and the military forces in labor disputes have been for the sole purpose of 
maintaining law and order? Historical data should enable the student to answer 
these questions. Their attitudes toward future labor disputes and the proper 
social methods of dealing with them will be determined by the attitudes and the 
concepts which they get from the material presented by the author. His material 
is certainly not selected with a view to encouraging any particular attitude. 

The author shows little recognition of the fact, if it is a fact, that labor unions 
are now accepted and socially approved institutions; and that henceforth the 
problem is not one of organization, but one of regulating and controlling the 
behavior of all organizations. Finally, not enough recognition is given to the in- 
direct effect of the union’s activities upon the unorganized segment of the labor 
force. 

University of Georgia A. Atpo CHARLES 


To Promote the General Welfare: Story of the Amalgamated. By Hyman H. Book- 
binder and Associates. New York: Amalgamated Clothing Workers of America, 
1950. Pp. 168. Paper, $1.50. Cloth, $3.50. 

Here is a Life-like book of superlatives and supertiuities concerning the history 
and present status of the CIO Amalgamated Clothing Workers of America. But 
if shaken loose from the emotion-laden photographs and blustery hosannas for 
Amalgamated, the fascinating story of the union’s substantial accomplishments 
is more fully told here than in any other work which has come to this reviewer’s 
attention. 

With its tap roots nourished by the great Chicago strike of 1910, the Amal- 
gamated held its first convention in 1914. As far back as 1922 the relatively young 
union was heralded as “the most progressive labor organ in the country.” 
Throughout its history, first as an unaffiliated union, then for a few years in 
the middle thirties as a part of the AFL, and finally as one of eight CIO founding 
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unions, the Amalgamated has been noteworthy for its sound progress in the 
rampageous needle trades. Of tremendous importance in appraising the union’s 
development is the fact that this is an industry of small firms, characterized by 
relatively light capital requirements, considerable ease of entry, and with a 
labor cost factor of perhaps 40 per cent of total costs. 

Of the various stages in the union’s expansion, “Operation Dixie” is one of 
the more intriguing and ambitious. The case is made for the push southward in 
these compelling terms. “At present, the greatest challenge, not only to the 
Amalgamated but to the entire labor movement, is presented by the open shop 
industry of the South. Here we have duplicated many of the elements of the old 
sweatshop days: ruthless exploitation and intimidation of workers, relentless, 
sometimes almost barbaric resistance of the employers to the unionizing move- 
ment.” 

The extent to which the Amalgamated reaches beyond the questions of wages 
and hours and concerns itself with members’ total economic security will be a 
revelation to those who are not familiar with the vast scope of this big business 
known as modern trade unionism. Death benefits, accident and health insurance, 
hospitalization, surgical and maternity care, and retirement pensions are all 
part of the Amalgamated social insurance program. By the end of 1950, more 
than 10 thousand persons will be living in Amalgamated cooperative housing 
developments built at a total cost of $20 million. The union also owns and oper- 
ates banks in Chicago and New York with combined total resources of more 
than $75 million. 

The union’s impressive and expensive forays in the political arena are des- 
cribed here with a characteristic lack of candor. Repeal of the “vicious Taft- 
Hartley Act,” passage of a dollar minimum wage with broader coverage, and 
extension of social security are immediate political targets to be accomplished 
by “door-to-door canvassing, literature distribution, climbing stairs and knock- 
ing on doors.” Yes—as the author himself states, the Amalgamated leaders have 
been ‘quick to grasp the political potentialities of the new labor movement.” 

Perhaps it is because students of labor relations have been schooled to expect 
an all-too-rare philosophy of workable, enlightened self-interest from this power- 
ful organization of some 400 thousand workers that this volume is particularly 
disappointing. 

University of North Carolina ArtTHuR M. W8HITEHILL, JR. 


Pensions for aio. New York: Chamber of Commerce of the State of a 

York, 1950. Pp. 91. Paper, $1.00. 

The current employee pension drive has been gaining momentum and bit 
become of prime importance to business management. This timely booklet 
presents the background necessary for an understanding of the basic problems. 

Here we have a comprehensive summary of the problems inherent in employee 
pension systems based upon the experiences of several distinguished experts— 
Messrs. Martin R. Gainsbrugh, A.D. Marshall, John H. Holzbog, J.W. Myers, 
and Burton A. Zorn. 
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Mr. Gainsbrugh of the National Industrial Conference Board focusses his 
attention on three aspects of the drive that require careful analysis: (1) pensions 
in addition to being a benefit are also a cost, (2) further economic exploration is 
necessary with respect to reserve and investment policies, and (3) pension pro- 


’ grams must be viewed concurrently with all other national welfare committ- 


ments. 

Industry in designing its plans should of necessity plan adequately to bring 
about a twofold result: for the employer—to enable him to retire employees 
to make room for younger men in the organization; for the employee—to main- 
tain himself on a level near his accustomed living standard upon retirement. 
Other important considerations include the promulgation of a flexible program, 
one that is readily adaptable to changes in industrial or national conditions; 
and, devising a plan in which cost factors have been thoroughly scrutinized. 
Mr. Marshall clearly indicates that, “there is a limit to what a company can pay 
and still remain in the black and meet competition.” In this connection, it is 
well to bear in mind that pension costs are permanent costs, ever increasing 
costs. 

The salient factors in financing pension funds through the pay-as-you-go, the 
trust fund, insurance, and book reserve methods are discussed in brief, summary 
form by Mr. Myers. The merits and demerits of each of these methods are 
weighed one against the other. The basic factors, upon which the final decision 
as to the best method of financing employee pensions hinge, are the type of plan 
formulated, the size of the business and its financial status, the age distribution 
of its personnel. 

Mr. Zorn reviews the elements to be examined when employee pensions are 
being considered in the course of collective bargaining agreements. The reviewer 
is in accord with Mr. Zorn on the point that the present deluge of unions for 
pensions may subside as current economic and political tensions are alleviated 
and social security benefits are increased by law. In the interim, business must 
be on guard to arm itself with all of the relevant facts that it can compile on 
employee pension plans; to scrutinize all considerations for whatever eventuali- 
ties may occur in this sphere. To quote Mr. Gainsbrugh, “the more skillfully 
we design our present security provisions so that they may contribute toward 
the maximum use of our economic resources when our promissory notes fall 
due, the more likely it is that they will be honored by the productive worker of 
tomorrow.” 


H. J. Braunuut 


On the Accuracy of Economic Observations. By Oskar Morgenstern. Princeton: 

Princeton University Press, 1950. Pp. ix, 101. Paper, $2.00. 

This is the description of a journey from the fields of economic theory into 
the dark and fearsome forest of statistics. The horrors which the author dis- 
covers there are described graphically, if not too coherently. To statisticians, 
who live in this forest, the horrors of error and falsification are merely the trees 
which comprise it—obstacles to be avoided, of course, but not fear-inspiring shapes 
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in the night. The statistician is perhaps equally afraid of the swamps of assump- 
tion which he encounters when he ventures out of the woods into the open fields 
of economic theory. 

Seriously, this is a book which needed to be written for the benefit of the 
theorist who is more and more turning to statistics, at least for “confirmation” 
of his ideas, if not yet for a truly scientific formulation of them. The immediate 
purpose of the present work is to study the groundwork for “linear program- 
ming,” but it is just as appropriate as a background for the application of any 
other statistical type of economic theory. The author foresees the use of electronic 
computers in resolving computations in these fields, and fears that the data may 
not be of the quality necessary to justify such an expenditure. 

Many types of error and other incorrectness in commonly used figures are 
described. The theory of games is dragged in to illustrate the behavior of an 
interviewer and a respondent in the extraction of information. The use of a 
great number of digits is criticized, and the supposed accuracy of such figures 
is contrasted with the established accuracy of physical constants. It is stated 
that the interdependence of statistical agencies in supplying information to each 
other serves to hamper criticism of their respective statistical products. In the 
second part of the book a number of examples of discrepancies in well known 
data are cited, including some from the author’s recent excursion into the sta- 
tistics of international trade. One example which he does not mention is the 
difference in the Census reports between the number of married men living with 
their wives and of married women living with their husbands! 

The organization of the material is not of the best, nor is there much attempt 
to sharpen the terminology in order to characterize the various types of in- 
correctness. We can be happy that the author does not draw the usual conclusion ~ 
of the theorist: that, since statistics are so full of error, the only road to truth 
is by way of pure reason. His concern with statistics is based upon the sound 
understanding that much more refined data are needed as the foundation upon 
which the realistic theory of the future can be erected. 

The University of Nebraska Epear Z. PALMER 


Statistics for Economists. By R. G. D. Allen. New York: Longmans, Green, 

1950. Pp. vii, 216. $1.60. 

The present volume aims to present the rudiments of statistical methods 
to economists who lack mathematical training, so that they can understand and 
evaluate studies employing statistical methods, and can also employ statistical 
methods, at least to a limited degree, in their own work. The present volume is 
about as brief and simple as a book of substantial content and broad coverage 
of this subject can be. Some of the topics that the reviewer considers especially 
well treated are: computations based on rounded numbers; the relationship 
between standarized data and index numbers; the use of logarithms in time series 
analysis; correlation in general, and the difficulties involved in correlating time 
series in particular. 

The organization and scope of the book is traditional. In the reviewer’s opinion 
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there is too much attention given to computational techniques; in view of the 
purpose of the book mez< attention should be given to concepts and uses. Some 
explanation might be given of the difference (if any) between economic statistics 
and (say) biological statistics. The mathematical economists associated with the 


~ Coles Commission appear to have demonstrated that in economics a solution of 


single equations does not give valid estimates of “structural” coefficients; but 
that a solution of a set of equations, each completely “identified,” is necessary. 
The last chapter of the book deals with sampling and significance. On the last 
page of the chapter the author states, quite correctly, that “sampling. . .is the 
central problem of statistics.” Perhaps it is time that even elementary books 
abandon the traditional approach, and concentrate their attack from the very 
beginning on the central problem. 

Any attempt to condense and simplify a ouniatinn subject is fraught with 
dangers. (1) The author’s attempt to avoid symbols occasionally resulted in the 
use of English language more difficult than the symbolic language. (2) His at- 
tempt to economize symbols and use mnemonic ones when possible resulted in 
more than one symbol being used for the same concept (AM and x for the arith- 
metic mean; SD and co for the standard deviation), and one symbol being used 
for more than one concept (¢ for sample standard deviation and population 
standard deviation, though s for estimate of the population standard deviation). 
(3) The author slipped into at least one dubious procedure. A normal curve 
(the only type explained) was fitted to an income distribution. The eyed was 
satisfied by looking at his chart, and apparently from the small value of x?, that 
the fit was ‘“‘quite good” (p. 176), although the distribution, in common ‘ah 
most income distributions, had large positive skewness. (4) At least one illogical 
statement was made, presumably because the author did not think the reader 
could grasp a logical one. On p. 169 he computes .95 confidence limits of a per- 
centage by an approximate formula (he does not explain why the formula is 
justified in this case) and then concludes “We shall be wrong in only 5 per cent 
of all cases in saying that the proportion sought lies between 43 1/2 and 52 1/2 
per cent.” This statement is inaccurate, since the confidence limits will be differ- 
ent in each case, depending on the value of the sample percentage. 

For American readers the book has certain disadvantages. An entire chapter 
is devoted to sources of British data. The illustrative data are British, and of 
course in British monetary units. The terminology for the components of time 
series is not that to which we are accustomed, particularly having ‘trend’ 
sometimes include and sometimes exclude “cycles.” Occasionally a formula is 
used which is not customary in American practice. 

Notwithstanding these criticisms, to some of which the reviewer himself is 
subject in his own books, this is a worthwhile contribution to the literature of 
the subject. 

University of North Carolina Duptey J. CowpENn 
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Citrus Fruit Rates: Development and Economic Appraisal. By Truman C. Bigham 
and Merrill J. Roberts. Gainesville: University of Florida Press, 1950. Pp. vii, 
134. $3.25. 

Within this relatively small volume, the authors have prepared an analytical 
case study of tariff rates in the citrus fruit industry. Before approaching the dis- 
cussion and appraisal of the citrus fruit rate structure, the reader is oriented 
with background information on the industry. The citrus fruits considered are 
oranges, grapefruit, lemons, and limes with particular emphasis on the two 
former commodities. The analytical study presents data for the three major 
producing states of Florida, Texas, and California, covering the sources of 
approximately 98 per cent of the total value of citrus fruit produced in the United 
States. 

After delimiting the producing area, attention is directed to the history of 
the production and distribution. Consideration is given the relative importance 
of the three states as producers of the citrus fruits, the prices received, the profit 
margins, and the carrier distribution, particularly stressing the movements by 
rail, motor, and water carriers. 

Predicated upon the above background, the rate structure is developed for 
producing and receiving areas as well as between the types of carriers. Herein 
the authors reveal the real purpose of their study, namely, to compare the rate 
structure applicable to the three producing states. This objective is even more 
apparent in the last three chapters entitled ‘(Comparison of Rates,” “Appraisal 
of Rate Structure,” and “Conclusions.” Although the authors conclude that the 
“California and Texas rates may unfairly discriminate against Florida growers 

...,” arguments of all state interests are presented with a recommendation 
that the tariff structure warrants a thorough study by the Interstate Commerce 

Commission with a view to basic changes in the rates now charged. 

In making this study the authors have presented a most valuable array of 
information in tabular and graphic form related to freight rates of citrus fruits. 
The study is not only valuable to those particularly interested in the citrus fruit 
industry but for anyone desiring an understanding of how commodity freight 
rates are developed and determined. 


Texas Western College, Harrrick 
University of Texas 


Natural Regions of the U.S.S.R. By L. S. Berg. Translated by Olga Adler Titel- 
baum. New York: Macmillan Co., 1950. Pp. xxxi, 436. $10.00. 

This is the most detailed volume on the physical geography of the Soviet 
Union now available in English. The author, Professor L. 8. Berg, is the dean of 
Soviet geographers with distinguished contributions which go back more than 
half a century. This volume first appeared in 1937 and is here made available in 
English under the Russian Translation Project of the American Council of 
Learned Societies. It goes along with their earlier volume, Balzak’s Economic 
Geography of the U.S.S.R. Berg’s volume deals extensively with the fauna and 
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flora and only incidentally refers to the topography and climatic factors as part 
of the physical environment. 

The volume is organized in 20 chapters in terms of the landscapes of lowland 
areas and mountains. Much of it centers around the description of tundra, forest, 
‘steppe, and desert, each of which have contributed so much to the personality 
of the Soviet Union. 

While the social scientist will not here find the interpretations which he may 
seek, this is nevertheless an invaluable contribution to our understanding of the 
basic environment in which the Soviet phenomena are unfolding. Since the litera- 
ture on Soviet geography has grown materially in recent years, it may be ap- 
propriate to list a number of contributions which should be accessible to all 
students of the U.S.S.R. These include the following volumes from Russian 
geographers: Balzak, Economic Geography of the USSR (Macmillan, 1950), and 
Nicholas Mikhailov, Soviet Russia, the Land and Its People (Sheridan House 
1948), together with his better known volume, Land of the Soviets (Furman, 
New York, 1939). French geographers have contributed Georges Jorre, 
L’U.R.S.S. La Terre et Les Hommes (Societe D’Editions Francaises et Inter- 
nationales, 1946), and Pierre George, U.R.S.S. Haute-Asie - Iran (Presses Uni- 
versitaires de France, 1947). The latest German treatment is Werner Leimbach’s 
Die Sowjet Union (Franckh’sche Verlagshandlung Stuttgart, 1950). British 
geographers have contributed Gregory and Shave, The USSR (Harrap, 1944), 
and G.D.B. Gray, Soviet Land, the Country, its People and their Work (Adams 
and Charles Black, 1947). It may be appropriate to add that the reviewer’s 
Basis of Soviet Strength (Whittelsey House, 1945) has appeared in a Dutch 
translation under the title of Rusland’s Rijkdom (Kemink en Zoon, 1949). The 
above volumes provide an excellent reference collection on the geography of 
the Soviet Union. With the continued unavailability of the Great Soviet World 
Atlas, two small atlases are useful: Goodall, Soviet Union in Maps (Denoyer- 
Geppert, 1947), and Horrabin and Gregory, An Atlas of the U.S.S.R. (Penguin 
Books, 1945). 


Syracuse University GrorGE B. Cressey 


Education for Professional Responsibility. Proceedings of the Inter-Professions 
Conference on Education for Professional Responsibility. Pittsburgh: Carnegie 
Press, 1948, Pp. x, 207. 

This book embodies a collection of addresses delivered at the Inter-Professions 
Conference on Education for Professional Responsibility held at Buck Hill Falls, 
Pennsylvania, in 1948. The purpose of the conference was to consider major 
problems of educationas these may be exemplified in schools of divinity, medicine, 
law, engineering and business. The first session was devoted to objectives, the 
second to content and method and the third to social and humanistic aspects. 
The book closes with a brief bibliography of professional education as applied 
to each of the 5 fields here considered. 

Taken as a group the lectures represent not only a cross-section of the latest 
thinking on methods and objectives, but also an evident concern about the course 
of democracy and civic and social responsibilities. While many of the problems 
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raised are perennial in nature and somehow defy solution, it is gratifying to 
note that here they have received vigorous examination in the light of postwar 
conditions. The effort to explore areas of agreement and disagreement is in 
itself worthwhile. 

One of the newest fields of professional education is that of business training. 
Here the job as defined by Dean Donald K. David is to assist students in ob- 
taining scientific knowledge, in developing ability to add to their accumulation 
of such knowledge and in developing the artistic skills needed to apply such 
knowledge to particular situations. Dr. Robert D. Calkins stresses the need 
for a few real professional schools of administration at the graduate level. Such 
schools would not prepare men for business alone, but instead for the “adminis- 
tration or management of economic affairs through whatever agencies these 
affairs are to be conducted.” 

Reference can be made here to only a few of the 18 speakers included. How- 
ever, one cannot easily pass by the terse comments of Dr. Homer W. Smith on 
objectives and objectivity in science. He lists three essentials: (1) Freedom of 
inquiry, (2) avoidance of all a priori certitudes, (3) the discovery of no certitudes 
a posteriori. Science is a body of belief resulting from repeated tests, but always 
held subject to reexamination. Al! of the professions here considered merely 
assist in maximizing human satisfactions, which is the “only ultimate goal of 
life” and the “fine art of attaining this goal the only morality.” Throughout 
the addresses there is a thread of emphasis on personal and social factors in 
human experience. Students in law, medicine, and engineering today are more 
anxious than their predecessors to learn about the relationship of man to the 
society in which he lives. The tenor is against narrowness of subject-matter. 
Stress is placed on the need to integrate all segments of knowledge so that the 
student may obtain a whole picture of man in our society. Frequent recognition 
is given to the contributions that are being made by psychology, psychiatry, 
sociology, and anthropology. 

There is general agreement on the need to increase the power and zest for 
learning and to secure greater vitality in the realm of humanistic education. 

University of Virginia Tipton R. SNAVELY 


The Growth and Development of Executives. By Myles L. Mace. Boston: Division 
of Research, Graduate School of Business Administration, Harvard University, 
1950. Pp. x, 200. $3.25. 

Executive ability and how to produce executives is one of the most debatable— 
indeed mystifying—subjects in the field of business management. Professor 
Mace, however, has tackled the problem with an approach that is factual, open- 
minded, and modest. He first debunks some of the popular myths that surround 
the executive and then proceeds to lay out the essence of a plan for developing 
executive ability. 

The myths include, first, the notion that there is such a thing as an ideal 
executive or that there is a check list of observable qualities that characterize 
him. Even if there were such qualities, the author concludes, they cannot be 
quantified or weighted so as to constitute a reliable measure of success for a 
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particular job. The second myth is the notion that there is a purely executive 
position. Every executive position, on the contrary, requires certain operating 
skills and knowledge and involves certain unique professional and organizational 
relationships. Furthermore, the author finds little assurance in the ability of 


psychological tests to predict the success of a specific individual on a specific 


job and at a specific time and place. Likewise, the usual executive training class 
is of doubtful value in developing executives. 

On the positive side, executive talent can be developed by a training program 
which the author characterizes as coaching. The essentials of a program for 
coaching a prospective executive are: (1) his superior as his counselor or coach; 
(2) the confidence of his superiors in his ability and success; (3) the opportunity 
to perform executive functions; (4) a team spirit in his group; (5) standards of 
successful performance. The main requirements for getting the plan carried out 
are: job specifications, systematic job progression, periodic appraisals, case dis- 
cussion conferences, and the setting of good examples by the superior officers. 
The program is based on the principle that a person learns by doing and that his 
superior executive must himself be his instructor, monitor and coach. The diffi- 
culty in effectuating the program—the real fly in the ointment—is getting the 
coaches to coach. 

University of Alabama E. H. ANDERSON 


Readings in Marketing. By Malcolm P. McNair and Harry L. Hansen. New 

York: McGraw-Hill Book Co., 1949. Pp. xi, 769. $6.00. 

This book has been published with the specific purpose of supplementing the 
case book by the same authors, Problems in Marketing. 

The Readings are not intended to present a connected framework of thought. 
Rather, they are organized into sections following the arrangement of the case 
book with which they are intended to be used. The main headings are: I- Nature 
and Scope of Marketing Problems; II- Influence of the Consumer on Marketing; 
III- Merchandising; [V- Marketing Structure and Choice of Distribution Chan- 
nels; V- Marketing of Agricultural Products and Raw Materials; VI- Brand 
Policy; VII- Planning and Administration of Sales Programs; VIII- Pricing; 
ITX- Marketing Practices and Costs. Except for the ninth section the headings 
duplicate those of the case book. 

Under each section are several sub-titles, grouping numerous excerpts and 
reprints from sources dating from 1924 (Melvin T. Copeland’s Principles of 
Merchandising) to 1948 (Edmund P. Learned’s Pricing of Gasoline: A Case 
Study). In every instance the authors appear to have sought for the most perti- 
nent, authoritative and stimulating sources. A total of 42 sub-titles are included 
under the 9 sections. 

The oft-repeated criticism that the novice has little understanding and less 
appreciation of the problems involved when using the case method, thereby 
losing much of the value of instruction, is recognized in this publication. As stated 
by the authors: “ ... students who are approaching marketing for the first time 
have a real need for background material which will not only provide some factual 
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information but which will also, and more importantly, furnish a setting and 
perspective for the study of cases and a stimulus to thought and imagination.” 
Readings in Marketing is designed especially to meet this need, and in the re- 
viewer’s opinion succeeds admirably in so doing. 

Obviously, any collection of readings presents a terrific problem in deciding 
what to omit. A rare degree of discrimination must be exercised in the choice 
of items to be included if the publication is to be limited to one volume of reason- 
able length. It is not to be assumed that the authors feel the material they have 
selected to be completely adequate to cover the subject “‘soundly and roundly.” 
Instead, the Readings may well be just the appetizer—the lure that will cause 
the inquiring student to read more widely and with a growing relish. Ample 
footnotes give sufficient sources to implement this desire. 

In the area of thought stimulation a number of selections are outstanding. 
To mention only ore by way of illustration, Stanley Teele’s article on “Logics 
and Emotions in Marketing,” reprinted from Business and Modern Society 
is a most suggestive and particularly timely piece in view of the current direction 
of the program of the U.S. Justice Department, and society’s widespread aware- 
ness of largescale enterprise. —_ 

It is to be regretted, in the reviewer’s opinion, that the authors did not con- 
sider it sufficiently important to include a more complete index of subjects, 
factual exhibits and sources. Although apparently it is not intended as an objec- 
tive, Readings in Marketing might well serve as a more valuable reference work 
and as an annotated bibliography had this been done. Even so, they have been 
found to be of considerable value as background material for courses other than 
those concerned strictly with marketing problems. In accomplishing its stated 
purpose, the book relects credit on the unusual discrimination of its authors, 
and should prove a most welcome addition to any public or private library. 

Georgia Institute of Technology Wir A. FLINN 


Catalogues and Counters: A History of Sears, Roebuck and Company. By Boris 
Emmett and John E. Jueck. Chicago: University of Chicago Press, 1950. 
Pp. xix, 788. $7.50. 
This book is a comprehensive history of Sears, Roebuck and Company from 

the date of its founding to the end of 1948. It is much more than the history of 

this single firm, however, for it contains a detailed account and analysis of that 
period in which most of our presently accepted business concepts, organization 
procedures, and merchandising methods experienced their greatest development. 

The materials of the text are divided into three sections: (1) Founding A 

Mail-Order Business, 1886-1908, (2) The Maturity of Mail Order, 1908-1925, 

and (3) Development of Retail Stores, 1925-1948. Each section is introduced 

by a description of the economic and social setting of the period, the firm’s 
policies and methods are then described in detail, and the section is concluded 
with a review of these operations in the light of the conditions which existed 
during the period. The vicissitudes and triumphs of the early firm, the growing 
pains of an expanding organization, the errors of judgment, the vanities of men 
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and the clashes of personalities, the changing economic and social structure, 
the development of modern merchandising concepts, and the evolution of organi- 
zation, managerial policies and system are all treated fully and fairly. Those who 
hold prejudices against mail-order selling, or against the subject company, will 
find facts to substantiate their points of view; likewise, those who seek a justi- 
fication for this method of selling, or for Sears’ methods and policies, will find 
ample material for their purposes. 

The book is written from an objective point of view, the materials are well 
organized, and except for some tendency to use unusual words or terms when a 
commonly accepted expression would serve more satisfactorily, the book is well 
written. It will not be a best seller in its present form, nor will it be used as 
widely in marketing study as it should be; but it will. be found to be one of the 
most valuable reference books available in the marketing field. It contains the 
detailed facts and description, the careful analysis and the synthesis which are 
so much needed in marketing literature. 

This book represents the objective, comprehensive type of study of American 
marketing institutions and methods which is so urgently needed, and which can 
be made with adequate financing and under proper sponsorship. Catalogues and 
Counters was made possible by grants from the Rockefeller Foundation and the 
Sears’ organization. The marked contrast between this study and the usual 
doctoral dissertation, and even many university bureau of business research 
studies, made under pinch-penny circumstances and on a “find the data, if you 
can” basis, should awaken responsible persons to the necessity and the advan- 
tages of financing and sponsoring research in the marketing field on a more 
adequate basis, and certainly, on a basis at least equal to that of other social 
science fields. 

University of North Carolina C. H. McGregor 


The Corporation in New Jersey: Business and Politics, 1791-1875. By John W. 
Cadman, Jr. Cambridge: Harvard University Press, 1949. Pp. xvi, 462. 
$6.00. 

‘Between 1791 and 1875 the various legislatures of the state of New Jersey 
produced the impressive total of 2318 special acts of incorporation, over 1800 
special acts supplementary to corporate charters, numerous regulatory acts 
referring to corporate practices and procedures, and twenty general incorporation 
laws for business purposes under which 494 groups had filed certificates of in- 
corporation by 1875” (p. 419). This scholarly and exhaustive treatise is a defini- 
tive history of the corporation in New Jersey based upon the above mentioned 
charters from the chartering of the first business corporation in 1791 to the adop- 
tion in 1875 of the provision in the state constitution prohibiting special acts 
granting charters to business corporations. Dr. Cadman seems to have neglected 
not one of the charters. 

The book is divided into two parts. The first part deals with the development 
of public policy toward the corporation in New Jersey. For purposes of analysis, 
the author chooses 1844 as a dividing point for this section. From 1791 to 1844 
incorporation was by special act only; this despite the fact that the legislature 
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passed a general statute in 1816 under which no charters seem to have been 
issued and which was repealed in 1819. Beginning in 1845, the legislature passed 
numerous general incorporation statutes but incorporators still preferred the 
charter granted by special act; largely for the fairly obvious reason that restric- 
tions imposed by the special acts were not as onerous as those imposed by the 
general statutes. The change in public policy from one based upon extreme 
skepticism of the corporate form, and thus requiring specific action of the 
legislature for the granting of a charter, to one based upon the social desirability 
of the corporation and the granting of charters through nominal administrative 
procedures is well and interestingly developed. While the main concern is natur- 
ally with events in New Jersey, the author quite amply ties in developments 
in this state with those in the nation as a whole, thereby materially enhancing 
the usefulness of his book. 

The second part of the book is an analysis of the charters. Included in this 
section are chapters on the nature and scope of the businesses operated by the 
corporations, capital structures, the rights and obligations of stockholders 
and directors (the question of liability receives noteworthy treatment), control 
exercised over the corporation by the state, and taxation. All of this analysis 
is based upon the contents of the charters as issued or amended by the legislature 
and hence we are not able to determine how the corporations fared. Some data 
beyond those included in the charters would be desirable, particularly for the 
chapters on capital structure, but such data are undoubtedly not available, 
and, if they are, could easily be the basis of an additional book. 

Since both the first and second parts of the book are based largely on the 
same source, namely the charters themselves and the journals of the legislature, 
there is some unnecessary and unfortunate duplication. The reader finds, for in- 
stance, on page 113 an account of the attitude of one Jonathan Pickel and the 
fact that he was ridiculed by the Whig press with articles carrying the titles 
‘“Pickelania”’ and ‘‘Pickel scriptum.” The same not too significant information 
is repeated on p. 350. Other duplications in the two parts of the book could be 
cited. Some may possibly be desirable but the book is rather long and somewhat 
more careful editing might well have resulted in a more readable account. Also 
there is a rather glaring typographical error on p. 326, at least in the review 
copy. It may also be noted that there are some slight, but rarely significant, 
divergencies in Dr. Cadman’s statistical tables on corporations in New Jersey 
and those found in G. H. Evans, Jr., Business Incorporations in the United States, 
1800-1948. As to which one is more accurate this reviewer would not deign even 
to guess. 


- 


These are not serious weaknesses. The work on the whole is an outstanding 
contribution to the all too meager literature on the history of one of our most 
important economic institutions. No serious student of the evolution of the 
corporation in this country can afford to overlook Dr. Cadman’s excellent book. 

University of Florida B. McFerrin 
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How to Organize and Operate a Small Business. By Pearce C. Kelley and Kenneth 

Lawyer. New York: Prentice-Hall, 1949. Pp. xxii, 803. $5.00. 

The authors have made a genuine contribution to the field of management by 
developing a system of guides and principles for the establishment and opera- 
- tion of small businesses, which system may be utilized to advantage by students 
of small business management and by persons already engaged in the operation 
of small businesses. 

The premise is established that many of the methods and procedures of man- 
agement—developed by big businesses at a considerable expenditure of time 
and effort—may be distilled down to a series of basic methods adaptable to the 
management of small businesses. 

The book is particularly significant at this time, when small business is being 
given belated attention as a highly important segment of our economy. It is 
only within the last few years that any degree of attention has been paid to de- 
veloping a scientific approach to the solution of the many and varied problems 
of small businesses—an astounding oversight on the part of our management 
educators, when we consider that in 1947, 98 per cent of all American firms 
were classified as small. The fact that the high mortality rate among small busi- 
nesses was taken for granted for so long can hardly be excused on the grounds 
that small business itself was taken for granted and that the acquisition of skill 
in its management was considered to be a matter of trial and error. 

This is the first book to give an overall approach to the most important spe- 
cific types of problems for all major types of small businesses. Although in the 
face of the scope of such a task the writing of such a book would seem virtually 
impossible, the authors have done an excellent job, producing a book that is of 
real value to both businessmen and students. 

The authors present a strong case for better management principles for small 
businesses in. a few statements taken at random from the book: “In the ten year 
period from 1932 to 1941, both inclusive, approximately 3,600,000 enterprises 
discontinued business, whereas during the same period there were approximately 
3,700,000 new enterprises established. . . . In 1948, 69% of businesses that failed 
had been established for three years or less. ... The high failure rate of many 
small concerns that were started during the post-World War II influx by inade- 
quately prepared individuals ...has emphasized the importance of adequate 
preparation before undertaking business ownership.” 

Utilizing the results of their personal research and experience, the authors 
proceed to set up a system of principles for avoiding and solving the problems 
which cause this high mortality rate, especially during the early years of business 
operation. They give particular attention to the more important factors in the 
successful operation of small businesses, including: careful study of markets, 
thoughtful selection of goods, determination of strategic locations, skillful selec- 
tion of personnel, and the careful planning of sales promotion programs. In 
addition, detailed consideration is given to the other major areas of business 
management which typically pose problems for the small businessman. 

In scope, the book approaches the first specialized handbook or manual for 
small business management. 

Probably the most interesting technique employed by the authors is their 
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method of dividing each chapter dealing with a well-defined area of manage- 
ment into four sections: (1) the retail business; (2) the wholesale business; (3) 
the manufacturing business; and (4) the service business. This permits the easy, 
selective study of particular problems for particular types of business, and, at 
the same time, provides for a comparative analysis of the nature of these prob- 
lems in dissimilar types of small businesses. 

Another favorable aspect of the book is the fact that while there is excellent 
continuity from chapter to chapter—making the book readable and teachable 
—the discussion presented in each chapter is thoroughly covered to the extent 
that the chapter order followed by the authors may be modified to fit several 
other approaches to the study of small business problems. The approach adopted 
by the authors is broadly chronological, beginning with a general discussion of 
small businesses in our economy, and progressing through the problems of select- 
ing a type of business, organizing and establishing it, and then devoting the 
major portion of the book to the solution of the many problems of actual opera- 
tions. 

The editing of the book is excellent and the typography and format contribute 
to its readability. The authors use clear, simple language with an absolute mini- 
mum use of the esoterics of scientific management. The selective use of quota- 
tions from the research studies prepared by the government for the improvement 
of small business management, supplemented with factual matter supplied by 
private research organizations, adds to the value of the book. 

Loyola University of the South Henry J. ENGuER, Jr. 


An Introduction to Business Principles and Practices. By John R. Craf. New York: - 

Harper & Bros., 1949. Pp. xiv, 578. $4.50. 

It is the purpose of a book of this title, as stated by the author, “to present 
an overall picture of business institutions, their organization, operation, practices, 
and the several phases of business which are of immediate concern to students 
...? This purpose has been successfully accomplished in this instance with a 
textbook that is well written and illustrated, and up-to-date in detail. Accuracy 
of an unusually high degree has been achieved, as the author explains, by sub- 
mitting each chapter to an expert in the field for his criticism and review. 

The treatment of each topic is mainly descriptive, with little attempt at 
analysis or evaluation, and accordingly, with little evidence of bias or emphasis 
upon a particular point of view. Another characteristic of this text, in com- 
parison with others of its kind, is the brevity of its treatment of production, or, 
manufacturing methods. It would be well adapted, therefore, to a curriculum in 
which industrial management is a required course. Finally, in comparing a 
modern text with one written twenty years ago, one cannot help noting the 
great amount of space now given to the role of government in business operation. 
The matter of laws, regulations, quotas, codes, licenses, taxes and government 
aids were formerly summarized probably in one chapter, or, not at all. Today 
the role of the government, as this text duly recognizes, fairly permeates the 
whole conduct of business affairs. 

University of Alabama E. H. ANDERSON 
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Farm Records and Accounts. By John Norman Efferson. New York: John Wiley 

& Sons, 1949. Pp. ix, 281. $3.25. 

The key to this text is stated on the jacket as follows: “. . . based on the as- 
sumption that farmers and students of agriculture need training of a technical 
nature in order to be able to keep and use the records that are adapted to their 
needs.” 

It must be said that the author adheres to this statement, in content and in 
spirit. In the 16 chapters there is very little theory and only in one chapter are 
the principles of accounting discussed, and this is limited to the nature of debits 
and credits. No specific theory is developed as to how overhead costs or serv- 
ices, such as farm labor, should be allocated to production accounts. On the con- 
trary the author rules, somewhat arbitrarily, that such costs and services should 
be allocated on an “average basis.” For example, he states: 

“ .. The most accurate basis for closing the labor account is the total man 
hours worked on each part of the farm business. If an attempt is made to ad- 
just the labor rate according to the amount of time consumed on a job or to the 
individual who did the work, this arbitrary interpretation makes it difficult to 
obtain a clear analysis of the resulting returns from the different enterprises. 
Special labor at unusual rates for specific enterprises or labor paid on a piece- 
work basis can be transferred directly to the enterprise involved at cost. All 
other labor should be charged to each enterprise at the average hourly cost [italics 
the reviewer’s] of all farm labor for the year” (p. 259). 

And for general equipment he rules: 

“_ . . Equipment inventories and costs should be divided into groups, according 
to the kind of equipment, and a total cost determined for each group, such as 
dairy, poultry, and field equipment. After the group costs are obtained, these 
expenses can be charged to the different enterprises according to the use made 
by each. Dairy equipment costs to the cow, heifer, and bull accounts can be 
distributed on the basis of the average animal units in each. Plowing equipment 
can be distributed according to the number of acres plowed for each crop, and 
general equipment according to the proportion of total crop acreage each crop 
enterprise occupied. Equipment costs can also be distributed on the basis of the 
number of hours worked on each enterprise” (p. 259). 

Such a method of procedure in the allocation of overhead costs and services 
is generally recognized as defective. The author doesnot show by actual illustra- 
tion the consequences of the method on the net income or loss by enterprise. 
But usually, if this method of allocation is used, most, if not all, supplementary 
and complementary enterprises will show a net loss or relatively small net re- 
turn. Strictly speaking, then these should be eliminated from the farming system. 
However, any such action would reduce the net income for the farm as a whole. 
Of course, this enigma may be explained by stating that the supplementary or 
complementary enterprises may show some returns to labor and add little if any 
to reduce the overhead costs; therefore, these enterprises should not carry the 
same burden as the major competitive enterprises. 

This criticism of Farm Records and Accounts should not be construed to con- 
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demn the text as a whole. On the contrary it contains useful methods of pro- 
cedures as to specific accounts and records and how these records and accounts 
may be used. In most instances, however, the discussion is directed not toward 
helping the farmer make accurate decisions but to measuring progress and to 
showing the condition of the farm business as a whole. In other cases specific 
uses of accounts are developed, such as in reporting federal income tax returns 
and as a basis of obtaining credit. The chapter on credit shows neither how much 
credit should be used nor how it could be used effectively. 

This book and other books on farm accounting indicate the need for some re- 
thinking of farm accountancy. All general texts on this subject deal largely with 
single product firms, and the theories developed are not those which can be 
applied to a multi-product firm, such as a farm business in which a combination 
of supplementary, complementary, and competitive enterprises is common. 

North Carolina State College G. W. Forster 


Audit Working Papers. By Maurice E. Peloubet. New York: McGraw-Hill 

Book Co., 1949. Pp. xvi, 508. $8.50. 

Auditing is a fairly standardized branch of accounting. In 1936 the American 
Institute of Accountants published the Examination of Financial Statements, 
a revision of a bulletin prepared by the American Institute of Accountants and 
published in 1929 by the Federal Reserve Board under the title Verification of 
Financial Statements. Beginning in October 1939 the Institute has issued a 
series of Statements on Auditing Procedure, the 24th of the series being issued in 
October 1949. In 1947 the institute issued its Tentative Statement of Auditing 
Standards. Following this the institute has issued 7 Case Studies in Auditing 
Procedure, a series of pamphlets illustrating detailed audit procedure for 7 
distinct types of business enterprises. 

Audit Working Papers, to a considerable extent, relies upon these various 
publications of the institute in its presentation of basic principles and procedures. 
Essentially, this comprises the first 10 chapters of the book. By a happy coordina- 
tion the author succeeds in supplementing the official pronouncements of the 
institute with his own suggestions and interpretations. Chapter I, entitled 
“The Function of Working Papers,” is the author’s explanation of the scope 
and content of the book, viz., ‘to provide an accountant who is already well 
grounded in the theory of accounts and auditing with a practicable set of working 
tools for an audit assignment.’’ Working papers are defined, and the status of 
working papers in relation to third parties explained. The analytical nature of 
auditing is contrasted with the fundamentally constructive character of account- 
ing. The author explains that the various statements required must all be de- 
rived from the same basic records; hence the necessity of so devising the corpo- 
rate records that all required statements can be prepared from them. These 
various statements must be reconcilable not only with the books but with each 
other. 

From a discussion of the general principles on which the auditor must base 
his program of audit procedure Mr. Peloubet proceeds to a detailed consideration 
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of those accounts which require the most detailed examination on the part of 
the auditor. These are accounts and notes receivable and cash, inventories, 
seucrities, fixed assests and deferred charges, current and contingent liabilities, 
capital stock and funded debt, surplus, and reserves. In addition, the profit 
and loss statement must be substantiated. 

Chapter XI, comprising nearly 100 pages, illustrates detailed working papers 
for an individual company. Chapter XII, comprising more than 100 pages, 
illustrates consolidated reports and working papers. Chapter XIII considers 
some of the problems that arise in connection with larger consolidations. Chapter 
XIV relates to the importance of working papers—their ownership, safeguarding, 
and filing. Chapter XV gives further consideration to indexing and filing, and 
contains especially valuable information relating to the coordinate filing of 
correspondence and working papers. Also, the indexing of working papers is 
adequately treated. Chapter XVI contains a unique and rather detailed discus- 
sion of personal books. This aspect of accounting has been somewhat neglected, 
and the author should be commended for his serious and detailed treatment 
of such aspects thereof as statistical information, the income tax, valuation 
of assets, treatment of securities, and verification of capital changes. 

The book, which is a revision of a similar book published 12 years before, 
is essentially a manual of practical information; but the author’s philosophy of 
accounts is reflected therein, to the reader’s profit. His knowledge of changing 
requirements and varied conditions leads him to advise the adoption of methods 
and procedures best suited to the circumstances. 

Louisiana State University A. 
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ALABAMA 


Second-quarter industrial activity in Alabama reached a level exceeded only 
twice during the postwar years. The composite index of industrial activity for 
the state at the end of May stood at 200.5 per cent of the 1935-1939 average 
year. This was in sharp contrast to the position of the index at the end of the 
first quarter when it was only 174.9. Virtually all major activities entering into 
the index showed substantial improvement, except coal mining. The Alabama 
index, which had lagged during the first quarter, was considerably higher than 
the May index of industrial production of 193 for the nation as a whole. 

The joint program of the Alabama Department of Industrial Relations and 
the U. S. Bureau of Labor Statistics has resulted in the release of the first avail- 
able estimate of total nonmanufacturing employment for Alabama. The estimate, 
which excludes agricultural and construction employment, shows 565,300 per- 
sons engaged in nonmanufacturing activity in May. From this estimate it 
appears that in May there were 2.76 times as many persons employed in non- 
manufacturing (excluding agriculture and construction) as in manufacturing 
activity. Employment in the latter category showed some improvement during 
the second quarter, but remained slightly below 1949 estimates for the same 
period. Employment in durable and nondurable goods industries during the 
second quarter continued in about the same relationship as during the first 
quarter. 

Retail sales estimates for the state, based upon a maximum sample of firms 
reporting to the State Department of Revenue for sales tax purposes, have 
increased steadily since January. The preliminary index for May indicates that 
retail sales for that month exceeded the average month of 1948, the peak post- 
war year for many lines of economic activity. 

Prices in the second quarter were generally higher than those in the preceding 
quarter, but somewhat lower than those of a year ago. Prices received by Alabama 
farmers reached a low point in January but have been rising continuously since 
that time. At the end of May the index of such prices was 246 per cent of the 
1909-1914 average. However, at this level they were nearly 2.5 per cent less 
than a year ago. Partly as a consequence of lower farm prices, cash receipts 
from farm marketings in Alabama for the period January—April, 1950 were 18.4 
per cent less than those for the same period of 1949. The index of consumer 
prices for Birmingham increased during the second quarter to its highest point 
since November 1949. At 169 per cent of the 1935-1939 average year, the index 
for May was 5.7 per cent below the postwar peak reached in August 1948, and 
only 1.4 per cent less than May 1949. 

Collections during the second quarter from the 40-odd takes administered by 
the state ran well ahead of those for the first quarter. Unlike first-quarter collec- 
tions, they were also above those of the corresponding period of 1949. 

University of Alabama Laneston T. HAWLEY 
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FLORIDA 


Florida was one of a half dozen states where cash receipts from farm crops and 
livestock during the first six months of 1950 exceeded the same period in 1949. 
_ As against a nation-wide decline of approximately 9 per cent the increase in 
Florida was nearly 20 per cent. In large part responsible for this favorable situa- 
tion were the sustained high prices for citrus fruit and the phenomenal success 
of the concentrate business. Construction is already underway on two more 
plants utilizing a new and improved process for concentrating citrus juices 
from this year’s crop. 

* * * 


The state ended the fiscal year on June 30 with a cash balance of $12,000,000, 
of which $7,000,000 was encumbered under unfinished contracts. The State 
Supreme Court has upheld the constitutionality of the 3 per cent limited retail 
sales tax, which is contributing some $40,000,000 annually to the state’s general 
fund operations. However, funds sufficient to meet only 90 per cent of author- 
ized appropriations have been released for the first quarter of fiscal 1950-51 as 
was the practice the previous year. Agitation for further revision of the state’s 
tax structure continues with one group advocating a state income tax now pro- 
hibited by the constitution, while another group wants to retain this prohibition 
and add other exemptions to lure outside investment capital. 

University of Florida C. H. Donovan 


GEORGIA 


Treasury receipts and budget allotments in Georgia have shown a continuous 
increase during and since World War II, with the result that they are now more 
than double the 1942 totals. For the fiscal year which ended June 30, 1950, 
treasury receipts were $125,361,475, while budget allotments totalled 
$127,210,245, according to the report on the financial condition of the state 
recently issued by the state auditor. The resulting operating deficit of $1,848,770 
was met from surpluses accumulated over the last few years, and still leaves 
the state a surplus of $4,305,213 as of June 30, 1950. 

Treasury receipts for the year just ended compare with $109,981,071 last year 
and only $58,893,568 in 1942. According to the state auditor, at least two-thirds 
of the increased revenue over the 8-year period resulted from improved business 
conditions and not from increased levies. However, the increase for fiscal 1950 
over 1949 can be traced entirely to the higher taxes enacted by the July 1949 
special session of the General Assembly on gasoline, cigarettes, wine and beer. 
Without the $17 million of additional tax receipts realized during 1950 from 
these four sources, total treasury receipts would have been lower than in 1949, 
and the state would have faced a serious financial problem. The importance of 
individual excises in the state’s tax structure is further indicated by the fact 
that taxes on these four items alone produced $68,674,619 or 54 per cent of 
total receipts for 1950. If the tax and warehouse charges on alcoholic beverages 
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are included as excises, over 61 per cent of the state’s revenue can be attributed 
to this type of impost. The largest individual revenue producer, as in every year 
for over a decade, continued to be the gasoline tax, which produced $47,375,747. 
In second place was the income tax, which, however, showed a further decline 
to $25,472,548 from last year’s total of $26,998,757 and the 1948 peak of 
$29,039,889. Cigar and cigarette taxes yielded $12,690,106 to rank third. 

Budget allotments of $127,210,245 compared with $108,360,424 for 1949 and 
$106,713,320 for 1948. As in 1948 and 1949, expenditures were heavily concen- 
trated in the areas of education, roads, health and welfare. These four depart- 
ments spent $114,416,844 or slightly more than 90 per cent of the total 1950 
budget. Eight years ago these same departments spent $36,357,104 out of a 
total budget of $58,893,568, or about 61 per cent. Practically all of the increase 
in 1950 allotments over 1949 is accounted for by these same departments, yet 
Georgia’s financial problem remains concentrated in the financing of the ever 
growing needs for the services represented by them. The $59,313,940 spent on 
education, for example, is still far short of even the requirements of the so-called 
Minimum Foundation Program. A leading highway authority recently cited a 
21 per cent rise in Georgia traffic fatalities during the first four months of this 
year as one of the high costs of an inadequate highway network for the state’s 
growing volume of traffic. The same authority estimates that the current rate of 
road construction expenditures will not meet even the needs of 1950 for almost 
17 years. Health and welfare requirements also continue to expand. While 
Georgia has thus far resisted the general sales tax in its quest for revenues to 
finance these continually expanding services, observers in the state confidently 
predict that the next session of the General Assembly will enact such a levy. 

Emory University ALBERT GRIFFIN 

KENTUCKY 

The first forecast of the 1950 burley tobacco crop by the U. 8. Department of 
Agriculture predicted a decline of some 60 million pounds from the 1949 total. 
Most of this decline is expected to occur in Kentucky, the largest producer of 
burley. According to the forecast the state’s crop will be 329 million pounds, 
55.3 million pounds below last year’s total. Reduction in acreage allotments 
from last year, an average of 10 per cent for the nation, account for the smaller 


crop. 
* * * * * 


A preliminary census report shows Kentucky’s 1950 population to be 2,931,588, 
a gain of 85,961 over 1940. The 3 per cent increase for the state compares with a 
national gain of 15 per cent during the past decade. Eighty of the state’s 120 
counties experienced declines, losses occuring mainly in the agricultural and 
mining sections. Though 40 counties registered gains the proportions were in- 
significant in 30. Jefferson county, which includes Louisville, with an increase of 
101,393 was the main beneficiary of the population changes. Fayette, Pike and 
Kenton counties together added another 40,000 while six smaller counties in- 
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creased by a total of 30,000. These changes reflect relatively good job opportun- 
ities in industry that attracted population to the state’s larger urban centers. 
Kentucky compares unfavorably with the neighboring states of Tennessee and 
Indiana in popuiation growth during the past decade. The small increase in 
population apparently is not unrelated to the slow progress of industrialization 
in Kentucky and raises questions as to the appropriate policies for promoting 
more effectively the economic development of the state. 


The Court of Appeals passed recently on the constitutionality of a law that 
authorizes cities to issue bonds to relieve unemployment, help rehabilitate 
veterans, and encourage industry. The ruling was given in a test case from the 
city of Danville which plans to issue $300,000 in revenue bonds to encourage a 
shoe manufacturing company to expand its business there. The city expects to 
construct a building which upon completion will be leased to the manufacturer. 
The rent received will be used to retire the bonds as they mature. The court 
held that the proposed bond issue, payable in 25 years, and the lease did not 
constitute a franchise and hence did not violate the constitutional 20 year limit 


on franchises. 
* ok * * on 


Tax collections during the fiscal years 1949-1950 were relatively large bring- 
ing the general fund to $58.7 million as compared with $57.2 for the previous 
year. The road fund was $47.2 as compared with $43.5 the earlier period. Most 
of the increase in the general fund resulted from the tax on individual incomes. 
Other taxes that were larger than for the preceding fiscal period included inherit- 
ance and estate taxes, the general property tax, the gasoline tax, the sales tax 
on automobiles and motor vehicle registrations. Receipts from a number of 
sources were below the 1948-1949 fiscal year. Included in this group were corpor- 
ation income taxes, the cigarette tax, the tax on whiskey consumption and the 
distilled spirits import and disu.iled spirits production taxes. The United States 
Government collected $856 million in Kentucky during the 1949-1950 fiscal 
year, the largest in the history of the state. 

University of Kentucky Rapa R. Pickett 


LOUISIANA 


Business activity in Louisiana continued at a high level between February 
and May. A seasonally adjusted composite index of business activity of 215.1 
for May exceeded the February level of 204.9, and was considerably above the 
191.8 level recorded in May 1949. Individual barometers of economic activity 
in Louisiana showed changes as follows between February and May (seasonally 
adjusted, 1937-1939 = 100): 


February May 


Department store sales (deflated).....................0.. 154.1 169.1 
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Industrial electric power consumption.................... 318.5 325.0 


All available data indicate that the state’s economy is expanding along with 
the Gulf Southwest as a whole. This expansion is occurring at a more rapid rate 
than is true for the entire nation. In each of the months from February through 
May, building permits in Louisiana cities in 1950 exceeded the amounts for the 
same months of 1949 by from 58 per cent to 412 per cent. Actual building con- 
tracts in Louisiana from February to May of this year were 58 per cent to 72 
per cent higher than for corresponding months of 1949. 

In the four-month period from February to May, 351 new business corporations 
were chartered with authorized capital of approximately $16,000,000. In the 
same period of 1949, only 321 corporations with capital of about $11,000,000 
were chartered. In this four-month period of 1950, 53 corporations with stock 
amounting to $3,700,000 were dissolved; in this period of 1949, 65 corporations 
with stock of $2,800,000 were dissolved. More businesses were dissolved in March 
1950 than in any other month of the period under consideration; in that month, 
33 corporations with stock of $2,890,000 were dissolved. In this connection, it 
should be reported that Dun and Bradstreet recorded 28 business failures for 
Louisiana during the first five months of 1950. These firms had liabilities amount- 
ing to $1,154,000, which was the largest amount of liability shown by business 
failures in Louisiana any whole year since 1932. 

The Louisiana legislature ended its biennial session on June 30 after passing 
a record number of bills. Among these was the biennial appropriation of approxi- 
mately $475,000,000 to run the state for the next two years. This is the largest 
biennial budget in the state’s history, but it is reported that, at this level of 
expenditures, the state’s budget will balance. There were no important changes 
in the tax structure for Louisiana; no new taxes were added, no existing ones 
repealed or changed. State tax collections during the four months from February 
through May amounted to $73,274,453, an amount which was 3.7 per cent above 
collections for the same period last year. Besides the general appropriations, the 
legislature passed an authorization for a $140,000,000 bond issue, the proceeds 
from which are to be used to improve Louisiana highways. This bond issue will 
be voted on by the electorate this fall. 

Louisiana State University W. H. Baueun 


MISSISSIPPI 


Response to enabling legislation passed by the 1950 session of the legislature 
permitting cities having a population of 13,500 (10,000 if located within a levee 
district) or more to levy a supplemental one-half of one per cent sales tax to be 
collected by the State Tax Commission has been prompt. The cities of Biloxi, 
Gulfport, Hattiesburg and Jackson inaugurated such a tax on or before July 1. 
The voters of Laurel have approved adoption of the tax effective August 1. 
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Voters in the other seven cities covered by the enabling legislation will vote in 
the near future. 
* * * * * 


The Supreme Court has rendered a decision which if allowed to stand (a sug- 
gestion of error is pending) will prove far-reaching since it opens the way for 
state aid to sectarian groups. Under the ruling, hospitals of any denomination 
will be eligible to participate in the long-range statewide hospital plan inaugu- 
rated in 1944, provided they are nonprofit and agree to maintain a certain 
number of charity beds, make their facilities available on a nonsectarian basis 
and to subject their properties to a lien in favor of the state for its aid if they 


change their nonprofit ater 
* * * * 


In another decision the court upheld the constitutionality of Mississippi’s 
1938 Fair Trade Act which allows national manufacturers to make contracts 
with local retailers setting a floor on prices to be charged for their products. 
Forty-five states have adopted fair trade laws. Only Florida has ruled theirs 
unconstitutional. 


University of Mississippi Davip McKinney 


NORTH CAROLINA 


The outbreak of fighting in Korea late in June found the state of North Caro- 
lina poised, a bit uncertainly perhaps, at the crest of an economic boom. The first 
visible results of the conflict in the Far East include new inflationary pressures 
in agriculture and in the textile industry; the effects upon building and the re- 
lated furniture industry, while not yet clear, are apt to be adverse. 

At this time, when the short-run course of economic activity is especially 
difficult to foresee, a glance backward may be taken at secular trends. After ten 
years of inflation during war and uncertain peace, one is struck with the steady 
and gradual nature of the changes that have occurred in the economic life of the 
state. Largely because great new war industries were not developed in the state, 
the economic changes of the past decade have not been abrupt or spectacular 
in nature. 

Three important respects in which the economic life of the state has been 
modified since 1940 by orderly change may be noted. First, there has been a 
great improvement in the economic position of agriculture. There is better 
farming and more diversified farming. Especially noteworthy is the growth of 
dairying. The tractor has largely replaced the mule, but without fundamentally 
changing the system of family-type farms. Electricity and telephone service have 
been widely extended into rural areas, and country roads are being rapidly 
improved. 

Second, there has been a considerable extension of the textile manufacturing 
industry in its synthetic branches, and a broad modernization of the older 
cotton manufacturing. From the viewpoint of technical efficiency and costs, 
the industry generally is in strong position. The program of consolidation that 


4 3 
“a 


STATE REPORTS 243 


was carried out chiefly between 1945 and 1947 is thought to have eliminated 
many of the competitive weaknesses of the industry. 

Third, marked changes have taken place in the location of population, es- 
pecially around the towns of the industrial Piedmont. Factory employees and 
others who work in the towns have increasingly built their homes along the roads 
of the surrounding countryside, where they can combine country living and a 
certain amount of agriculture with urban employment. The automobile is defi- 
nitely bringing an end to the congested type of industrial settlement. North 
Carolina, with a population of more than 4,000,000 in 1950 and with only one 
city of as many as 100,000 people, has a highly productive and fairly diversified 
industry, but has been able to avoid many of the problems of heavy urban 
concentration of population. It is of interest, too, that the North Carolina econ- 
omy does not seem to have afforded during the past decade an especially fertile 
field for organized labor. Increases in the extent and power of organized labor 
have been far from spectacular, and industrial relations have been characterized 
by a high degree of harmony. 

Davidson College C. K. Brown 


TENNESSEE 


Riding the crest of a postwar industrial expansion, Tennessee produced 
$142,665,259 in taxes for the state treasury during the past fiscal year. This 
amount established a new all-time record and represented a rise of 6.1 per cent 
above the previous high of 1948-49 and 13.82 per cent more than that collected 
two years ago. 

This influx of tax money will mean that the state will have upwards of a 
$3,500,000 operating surplus for the year and will boost the accumulated surplus 
to over $12,000,000. This surplus is over and above the $23,500,000 set up in the 
rural road construction program. 

The only major tax decline during the year was in inheritance and estate 
taxes, which dropped 16 per cent. No satisfactory explanation for this decrease 
has been made. Beer tax collections dropped about 4 per cent. Sales tax revenue 
remained virtually steady, showing a decrease of less than 1 per cent, from 
$42,731,602 to $42,505,421. 

The largest jump in the annual collections was in franchise taxes which in- 
creased 53 per cent. Excise taxes rose 23 per cent and corporation filing fees 
jumped 33 per cent. All tax collections connected with automobile traffic rose 
substantially. Collections from motor vehicle registrations were up 16 per cent 
above the 1948-49 level and motor vehicle fuel tax collections were up 25 per 
cent. These figures were boosted by an all-time high in the purchase of new cars 
together with an increased tourist trade throughout the state. 

These data reveal the well-established fact that the Tennessee market for all 
kinds of goods is, and has been, rapidly expanding. The question is “How long 
will it go on?” The consensus among businessmen is that with proper planning 
by business and industry, the growth should go on indefinitely. 
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Most lines of business within the state have experienced a sharp upward trend 
during the first half of 1950 over the like 1949 period. A summary of activity in 
the state during this period shows substantial gains in bank deposits, loans and 
debits, retail trade in most areas, telephones, new business incorporations, urban 
building, airline revenue, production of electric power, and in many specific 
lines of industry. 

More people are borrowing more money than ever before. This may be at- 
tributed largely to the fact that record volumes are reported in home construc- 
tion, automobile and appliance sales. Total loans in Tennessee for the first six 
months of 1950 may run one-third greater than the volume in the like period 
of 1949. 

All segments of the state’s economy are not running in high gear however. 
The farm income is off from the figure for the first half of 1949. Farm prices 
were down about 8 per cent in the first quarter of 1950 and farm marketing 
receipts were off 7 per cent as compared with the same period last year. 

A significant factor in marketing farm products in any region is the change 
in the consumption habits of people. Per person in the United States we are 
now eating less than 75 per cent of the grain products we did during 1910-14. 
We are consuming even less potatoes and sweet potatoes than we did during 
this earlier period. On the other hand, we are eating more of other products. 
Since 1938, the consumption of meats, poultry and fish has increased about 20 
per cent. Fruit, vegetable and dairy product consumption have shown the most 
pronounced increases however. 

Tennessee agriculture has altered with the trend. For example, Tennessee 
today is well on its way to becoming one of the leading dairy states in the nation. 
In 1949 the gross value of farm dairy products in Tennessee reached approxi- 
mately $94,000,000. This figure may be compared to the pre-World War II 
period when the annual gross figure amounted to between $30,000,000 and 
$35,000,000. Tennessee ranks fifteenth from the top among the states in the 
nation in total milk production, eighth in manufacture of condensed milk, and 
sixth in the production of cheese. 

Industrial and agricultural progress in Tennessee in recent years has been so 
marked, there has been so much emphasis on this advance, that there is danger 
that it will be taken for granted that this development will continue indefinitely. 
Other states are seeking new industries and showing strong initiative for further 
development. Tennessee must do likewise if she expects to keep up with the 
procession. 

George Peabody College For Teachers James E. Warp 


VIRGINIA 


Economic activity in Virginia showed a rapid upward change during the 
first six months of 1950, according to the barometers of business conditions. 
Construction continued at record levels with a sharp rise in school building 
construction amounting to $13 million as compared with $6 million for the same 
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period 1949. Also, a substantial pick-up in factory buildings, particularly in 
textiles, was in evidence. Bituminous coal production increased rapidly in spite 
- of some mine closings and fewer workers, and total tonnage may exceed that of 
any previous year. There were sharp gains in retail trade, especially in non- 
durables. Automobile sales continued heavy with passenger trucks and com- 
mercial trucks still in great demand. Dealers report backlogs of orders which 
will tax the capacity of the factories for months. Rayon sales strengthened and 
the industry promises to move out of the “flat trend” into “new high ground” 
in the last half of the year. The housing boom is making itself felt in the retail 
house furnishings market, especially quality furniture, and production is expand- 
ing. This should occur without any change in prices due to a steadying of the 
hardwood lumber market. Department store sales, as reported for Virginia’s 
leading cities, are showing a strong upward trend with hard goods sales the chief 
support. However, there is considerable evidence that sales of soft goods will 
stiffen considerably in the next six months. Wholesale trade increased with 
practically all lines showing gains, especially automotive supplies, hardware, 
drygoods, and paper products. Indicative of continued revival in dollar volume 
of business, bank debits rose higher in the state. Employment changed little, 
in spite of a strong industrial expansion, because of improvement in the efficiency 
of labor, and an increased work week. Shipyards have been laying off men, but 
this is expected to be reversed soon because of increased pressure for more ships. 
In summary, business conditions in Virginia have been running at high levels, 
and, according to certain forecasts, will continue so for many months. Should 
the Far Eastern conflict develop into a full-scale war, the inauguration of govern- 
ment controls would bring industrial prosperity and depression side by side. 
* * * * ca 


Virginia’s agricultural picture for 1950 is bright. Preliminary estimates of the 
crop situation are very encouraging, especially the money crops. According to 
estimates of the Virginia Department of Agriculture, while total average of 
principal crops is about 3,600,000 acres, or 2 per cent under 1949, total yields 
are expected to equal those of the peak production of 1949. Tobacco is one of 
Virginia’s chief income crops, and though yield is slightly under that of last year, 
returns are expected to be greater. The peanut crop, with an increase in acreage 
and heavier demand, is expected to gross more than in 1949. Livestock is now 
one of the principal sources of income for the Virginia farmer. The oil crops, 
soybeans and peanuts, are showing better price averages than a year ago. All 
in all, total cash income may decline, but not more than 5 per cent below that 
of 1949, which amounted to $409 million, $405 million from crops and $4 million 
government payments. Farm labor costs have decreased due to greater efficiency 
and increased mechanization. There have been some price declines in the things 
the farmer has to purchase. It is interesting to note that his price index received 
rose from 247 in 1948 to 249 in 1949, while his price index paid fell from 246 in 
1948 to 242 in 1949. In general, the Virginia farmer is in a very favorable position, 
and may be so for some time. 
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Governments play a very significant part in Virginia’s economy. A large 
per cent of the total income payments come from federal and state expenditures. 
Virginia ended her fiscal year in a very sound financial condition. It appears that 
there will be a surplus of approximately $26 million, the amount estimated 
~ by the General Assembly. With the allotments for the first quarter of the 1950- 
51 fiscal year having been approved, most state agencies will have more money 
to spend than they had in 1949-50. Most of the surplus has been appropriated 
for outright grants to the localities for school construction. This is the major 
factor in the sharp rise in school building throughout the state. Budget allotments 
for the biennium are being held at a level to assure ability to finance the un- 
precedented educational grants made at the recent meeting of the General 
Assembly. Less than $7 million has been appropriated for other capital improve- 
ments. Thus, Virginia finances are following the customary budgetary pattern 
of holding expenditures well within budget estimates, and of collecting revenues 
in excess of budget estimates, thus producing a substantial surplus. 

University of Richmond Herman P. THomas 
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PERSONNEL NOTES 


Joseph Airov has been appointed instructor in economics at the School of 
Business Administration, Emory University. 

R. L. Alexander has resigned his position as instructor in accountancy at the 
University of Mississippi to accept a position with the Ford Motor Company. 

Carl A. Anderson has been promoted to assistant professor of accounting at 
the University of Florida. 

J. D. Anderson has been promoted to assistant professor of economics at the 
University of Florida. 

Wilson T. Ashby will be on leave of absence from the University of Mississippi 
during the 1950-51 session to do graduate study at the University of Oklahoma. 

Laland L. Beik has been appointed assistant professor of business administra- 
tion at Wake Forest College. 

Ralph H. Blodgett, formerly of the University of Illinois, has become professor 
of economics at the University of Florida. 

C. E. Bonnett, professor of economics at Tulane University, has retired. 
Professor Bonnett taught at the 1950 summer session at Louisiana State Uni- 
versity. 

David Braithwaite of High Point College has been granted a year’s leave 
of absence to study at Miami University in Ohio. 

Henry D. Brohm has been promoted to professor in the Department of 
Business Organization and Operation at the University of Florida. 

Edwin B. Brooks, Jr. of the University of Richmond School of Business 
Administration worked with the Advisory Council on the Virginia Economy 
during the summer months. 

Taylor L. Burton has been appointed instructor in economics at the Woman’s 
College of the University of North Carolina. 

A. S. Campbell, formerly of TVA, has been appointed associate professor of 
economics at Wake Forest College. 

John E. Champion, assistant professor of accounting, has returned to the 
College of Business Administration, University of Georgia, after working during 
the year 1949-50 on his doctor’s degree. 

Irving K. Christiansen has resigned as professor of accountancy at the Uni- 
versity of Mississippi to accept a position at John Carroll University. 

J. D. Corriher has been appointed assistant professor of economics and busi- 
ness at Davidson College. 

William C. Davis, instructor of accounting at the College of Business tails 
tration, University of Georgia, is now at the Atlanta Division of the University. 
Donald Dewey has been appointed assistant professor at Duke University. 

Milliam H. Dobbs has been appointed instructor in economics at the College 
of Business Administration, University of Georgia. 

C. F. Dunham has been promoted from the position of chairman of the Depart- 
ment of Accountancy to the position of dean of the School of Commerce and 
Business Administration at the University of Mississippi. 
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T. N. Farris, professor of economics at Louisiana State University, has re- 
tired. Professor Farris has been on the staff since 1919. 

Joe S. Floyd, Jr., who has been serving as instructor in economics, University 
of North Carolina, is now assistant professor of finance, University of Florida. 

Robert L. Froemke, instructor at the College of Business Administration, 
University of Georgia, will spend the year 1950-51 studying at Massachusetts 
Institute of Technology, under a fellowship granted by the General Education 
board. 

James E. Frye has been appointed instructor in accounting at the College of 
Business Administration, University of Georgia. 

Paul V. Grambsch, acting chairman of the Department of Economics at the 
University of Mississippi, has been granted a leave of absence for the 1950-51 
session to do graduate study at the University of Indiana. 

Malcolm G. Gray, assistant professor of business administration at Missis- 
sippi State College, assumed the duties of supervisor of student housing on 
July 1 on a part-time basis. 

E. C. Griffith has been promoted to professor of economics at Washington and 
Lee University. 

M. J. Hardwick has resigned as professor at the School of Industrial Manage- 
ment, Georgia Institute of Technology. 

H. W. Hargreaves has been granted a year’s leave of absence by the University 
of Kentucky in order to engage in research for the Twentieth Century Fund in 
Washington, D. C. 

W. W. Haynes of the University of Kentucky has been granted a leave of 
absence to do research in England on the British coal industry. 

Mary Anne Hearon, instructor of secretarial science at the College of Business 
Administration, University of Georgia, taught at the Atlanta Division during 
the summer of 1950. 

Joseph M. High has joined the staff of the Department of Business Administra- 
tion at High Point College. 

Robert J. Hobby has resigned his position as part-time instructor in ac- 
countancy at the University of Mississippi to do graduate work in law at New 
York University. 

C. B. Hoover and D. D. Humphrey, both of Duke University, are engaged 
in a project for the National Planning Association and the Twentieth Century 
Fund making a study of the possibility of increasing imports into the United 
States in order to close the dollar gap. In connection with the project just men- 
tioned, Dr. Hoover was in Europe for three months during the summer conduct- 
ing research on the state of economic recovery. 

M. K. Horne, Jr. has resigned as dean of the School of Business Administration, 
University of Mississippi, and has returned to the National Cotton Council of 
America as its director of economic research. 

George W. Jennings of Duke University has been appointed assistant profes- 
sor of economics in the University of Richmond School of Business Administra- 
tion. 


<= 


PERSONNEL NOTES 249 


L. K. Johnson of Washington and Lee University is serving as consultant 
to the Advisory Council on the Virginia Economy and is preparing a report for 

the Committee on Markets and Marketing. 

_ Robert W. Johnson has resigned his position in the Department of Economics 
and Business Administration, Southwestern at Memphis, to accept an appoint- 
ment as lecturer in finance in the School of Business Administration, University 
of Buffalo. 

Rufus T. Jones has been promoted from graduate assistant to instructor in 
office administration and business education in the School of Commerce and 
Business Administration, University of Mississippi. 

Pearce C. Kelley has resigned as associate professor of economics at the 
University of Mississippi to become professor of marketing at the University 
of Oklahoma. 

B. F. Lemert, associate professor at Duke University, will be on sabbatical 
leave during the first semester of 1950-51 and will conduct research work in 
Mexico. 

Lionel W. McKenzie of Duke University is on leave during the academic 
year to do special work at the University of Chicago. 

Everett J. Mann of Rochester, N. Y., has been appointed associate professor 
of accounting at Duke University. 

Fred R. Marshall has been appointed assistant instructor at Duke University. 

Arnold C. Matthews has been promoted to associate professor in the Depart- 
ment of Business Organization and Operation, University of Florida. 

Carl C. Maxey, assistant professor of economics at Mississippi State College, 
is on leave of absence to do research work. 

Raymond F. Mikesell, professor of economics at the University of Virginia, 
has joined the staff of Gordon Gray, special assistant to the President, to pre- 
pare recommendations relating to the adjustment of the balance of payments of 
the United States. 

Harold Miller, vocational guidance counselor in New Orleans, is serving as 
part-time lecturer in management at Loyola University of the South in New 
Orleans. 

Olin T. Mouzon has been promoted to professor of economics in the School 
of Business Administration, University of North Carolina. 

Walter C. Neale has resigned his instructorship in economics at the Woman’s 
College of the University of North Carolina to complete his doctorate at Co- 
lumbia University. 

William H. Nicholls, professor of economics at Vanderbilt University, spent 
the summer in Turkey as economist to the Barker Mission, sponsored by the 
International Bank for Reconstruction and Development. He was responsible 
for those parts of the general economic survey dealing with Turkish agriculture, 
minerals, forests and fisheries. 

Ralph H. Oakes, formerly professor of marketing at Marquette University, 


is now holding the same position at Loyola University of the South in New 
Orleans. 
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John T. O’Neil, associate professor of finance, has been appointed assistant 
dean of the School of Business Administration, University of North Carolina. 

George S. Peck has resigned as assistant professor of economics at the Uni- 
versity of Mississippi to accept the position of acting professor of economics at 
the University of Southern California. 

Richard Powers is on leave from Wake Forest College during 1950-51 to 
work with the State of Virginia. 

Malcolm L. Pyre, formerly instructor in accounting at the University of 
Illinois, has been appointed assistant professor of accounting at the University 
of Richmond School of Business Administration. 

B. U. Ratchford of Duke University is chief economist and deputy chief of 
the Mission that was sent to Turkey by the International Bank for Reconstruc- 
tion and Development. 

George O. Riggs, instructor at the College of Business Administration, Uni- 
versity of Georgia, has returned from a year’s study at Harvard University. 

Chester R. Smith, associate agricultural economist, Clemson Agricultural 
College, has been appointed South Carolina correspondent for The Southern 
Economic Journal. 

J. Douglas Snider has been promoted to assistant professor of economics at 
the University of Mississippi. 

John H. D. Spencer, who has been on leave of absence to complete work for 
his doctorate at the University of North Carolina, has returned to his teaching 
duties at Texas Western College of the University of Texas. 

Joseph J. Spengler of Duke University was with the United Nations at Lake 
Success during last July and August conducting a research program in population 
problems. 

Carl C. Storey has been appointed assistant professor of economics at Queens 
College. 

Rodman Sullivan has returned to the University of Kentucky after spending 
a year as a General Education Board visiting professor at Harvard University. 

James W. Sweeney has been appointed associate professor at the School of 
Industrial Management, Georgia Institute of Technology. 

William Swyers has resigned as instructor in accounting at Louisiana State 
University to accept a position in public accounting. 

Herman P. Thomas, professor of economics, University of Richmond School 
of Business, has been appointed educational advisor for the Richmond Chapter, 
American Institute of Banking. 

Robert H. Tucker has been made professor of economics emeritus at Washing- 
ton and Lee University. 

Herbert von Beckerath of Duke University taught during the 1950 summer 
session at Northwestern University. 

James E. Walter of the University of California at Berkeley joined the staff 
of the Department of Economics at Duke University as instructor. 

Welson Welfling, chairman of the Division of Social Studies at Simmons 
College, was a visiting professor at Duke University during the summer of 1950. 
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Leland C. Whetten, assistant professor at the College of Business Administra- 
tion, University of Georgia, was elected to College-Business Exchange Fellowship 

for the summer of 1950. 
_ John A. Wyatt has been promoted to assistant professor in the Department 
of Business Organization and Operation, University of Florida. 

Harry W. Zimmermann, holder of the doctorate from the University of Basle 
and heretofore associated with the work of the Friedrich List Society under 


Professor Edgar Salin at Basle, has joined the Economics Department at Guil- 
ford College. 


* * * * a 

The following names have been added to the membership of the Southern 
Economic Association: 

Brunswick A. Bagdon, Bureau of Labor Statistics, Atlanta 3, Ga. 

Edward J. Boling, 8.F.0.B. Building #5, University of Tennessee, Knox- 
ville, Tenn. 

Henry D. Brohm, College of Business Administration, University of Florida, 
Gainesville, Fla. 

Rex I. Brown, Mississippi Power & Light Company, P. O. Box 1640, Jackson 
5, Miss. 

A. Boyd Campbell, Mississippi School Supply Company, P. O. Box 1059, 
Jackson, Miss. 

Chris. A. Carratt, P. O. Box 713, Starke, Fla. 

George 8. Dinwiddie, New Orleans Public Service, Inc., 317 Baronne Street, 
New Orleans 9, La. 

Alfred Leroy Edwards, Southern University, Baton Rouge, La. 

Allen R. Ferguson, James Wilson School of Economics, University of Virginia, 
Charlottesville, Va. 

Clark Gaines, State Department of Commerce, 100 State Capitol, Atlanta, Ga. 

Hilray C. Gardner, 879 Highlands Avenue, N. E., Atlanta, Ga. 

William Georges Heuson, 628 Santander, Coral Gables, Fla. 

D. G. King, Mississippi Power Company, Gulfport, Miss. 

Walter E. Lambert, Jr., Box 4368 Duke Station, Durham, N. C. 

Herman A. Lebovitz, McKenzie School, Chattanooga 1, Tenn. 

John R. Lester, Alabama Power Company, 600 North 18th Street, Birming- 
ham, Ala. 

Harry A. Lipson; Box 211, University, Ala. 

George John Malanos, University of Miami, Miami (University Branch), Fla 

William David Maxwell, 301 Bingham Hall, Chapel Hill, N. C. e 

Charles N. Moore, Box 3298, University, Ala. 

Raymond F. Pelissier, Mexico City College, Coahila Num. 223-3, 
Mexico, D. F. 

P. L. Rainwater, Mississippi Employment Security Commission, P. O. Box 
1699, Jackson, Miss. 

R. B. Roberts, Florida Power & Light Company, Box 3100, Miami, Fla. 

Stefan H. Robock, Industrial Economics Branch, Tennessee Valley Authority, 
Knoxville, Tenn. 
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William J. Rushton, Protective Life Insurance Company, P. O. Box 2571, 
Birmingham, Ala. 

David J. Schwartz, Jr., Box 202, State College, Miss. 

Thurman Sensing, Southern States Industrial Council, 1109 Stahlman Build- 
ing, Nashville 3, Tenn. 

John H. D. Spencer, Texas Western College, El Paso, Tex. 

H. Ellsworth Steele, Alabama Polytechnic Institute, Auburn, Ala. 

E. C. Tonsmeire, First Bank of Biloxi, Biloxi, Miss. 

Everett P. Truex, 223 East Rosemary, Chapel Hill, N. C. 

D. C. Whittle, 711 Boyston Street, Boston, Mass. 

Harvey J. Witherell, 605B 13th Street, East, Tuscaloosa, Ala. 
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BOOKS RECEIVED 


The Growth and Development of Executives. By Myles L. Mace. Boston: Division of Re- 
search, Graduate School of Business Administration, Harvard University, 1950. Pp. 
x, 200. $3.25. 

Developing Men for Controllership. By T. F. Bradshaw. Boston: Division of Research, 
Graduate School of Business Administration, Harvard University, 1950. Pp. x, 231. 
$3.25. 

Management and Management’s Rights to Manage in Industrial Relations: A Study in Dif- 
ferences. By John Louis Corrigan. Washington: Catholic University of America Press, 
1950. Pp. x, 233. 

Techniques of International Trade. By Morris S. Rosenthal. Rev. ed. New York: McGraw- 
Hill Book Co., 1950. Pp. xv, 554. $6.00. 

Investment for Jobs. Prepared by the Economic Research Department. Washington: 
Chamber of Commerce of the United States, 1950. Pp. 36. Paper, 25¢. 

The Economic and Social Council. By United Nations. New York: Columbia University 
Press, 1949. Pp. iv, 100. Paper, 15¢. 

Statistical Indicators of Cyclical Revivals and Recessions. By Geoffrey H. Moore. New 
York: National Bureau of Economic Research, 1950. Pp. 95. Paper, $1.50. 

Economics: Experience & Analysis. By Broadus Mitchell and others. New York: William 
Sloane Associates, 1950. Pp. viii, 884. $5.00. 

The Foundry Industry in Illinois. By Harry Czyzewski and Burton C. Person. Urbana: 
Bureau of Economic and Business Research, University of Illinois, 1950. Pp. 148. 

Employment and Compensation in Education. By George J. Stigler. New York: National 
Bureau of Economic Research, 1950. Pp. 77. Paper, $1.00. 

On the Accuracy of Economic Observations. By Oskar Morgenstern. Princeton: Princeton 
University Press, 1950. Pp. ix, 101. $2.00. 

Catalog of United States Census Publications, 1790-1945. Prepared by Henry J. Dubester. 
Washington: U. 8S. Government Printing Office, 1950. Pp. x, 320. $1.50. 

The New Deal Collective Bargaining Policy. By Irving Bernstein. Berkeley: University 
of California Press, 1950. Pp. xi, 178. $3.00. 

Money, Income, and Monetary Policy. By Edward 8. Shaw. Chicago: Richard D. Irwin, 
1950. Pp. xvi, 661. $5.00. 

Financing the Farm Business. By I. W. Duggan and Ralph U. Battles. New York: John 
Wiley & Sons, 1950. Pp. viii, 354. $4.00. 

How Much Social Security Can We Afford? By Leonard J. Calhoun. New York: American 
Enterprise Association, 1950. Pp. 40. Paper, 50¢ 

Cyclical Diversities in the Fortunes of Industrial Corporations. By Thor Hultgren. New 
York: National Bureau of Economic Research, 1950. Pp. v, 29. Paper, 50¢. 

Manpower Economics and Labor Problems. By Dale Yoder. 3rd ed. New York: McGraw- 
Hill Book Co., 1950. Pp. ix, 661. $5.00. 

Social Science Research Methods. By Wilson Gee. New York: Appleton-Century-Crofts, 
1950. Pp. vii, 390. $4.00. 

Action Against Unemployment. Geneva: International Labour Office, 1950. Pp. iv, 260. 
Paper, $1.50. 

The Distribution of Consumer Goods: A Factual Study of Methods and Costs in the United 
Kingdom in 1938. By James B. Jefferys. Assisted by Margaret Maccoll and G. L. 
Levett. New York: Cambridge University Press, 1950. Pp. xix, 430. $7.50. 
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Intermediate Economic Analysis. By John F. Due. Chicago: Richard D. Irwin, 1950. Pp. 
xv, 566. $6.00. 

Basic Data of the American Economy. By W. Nelson Peach and Walter Krause. 3rd ed. 
Chicago: Richard D. Irwin, 1950. Pp. xix, 248. Paper, $3.00. 

. New Facts on Business Cycles. By Arthir F. Burns. New York: National Bureau of Eco- 
nomic Research, 1950. Pp. 83. 

Government and Business. By Vernon A. Mund. New York: Harper & Bros., 1950. Pp. 
x, 659. $4.75. 

To Promote the General Welfare: Story of the Amalgamated. By Hyman H. Bookbinder 
and Associates. New York: Amalgamated Clothing Workers of America, 1950. Pp. 161. 
Paper, $1.50. Cloth, $3.50. 

Economics of Transportation. By Marvin L. Fair and Emest W. Williams, Jr. New York: 
Harper & Bros., 1950. Pp. x, 757. $5.50. 

Economic Sieonsion. New York: National Industrial Conference Board, 1950. Pp. 32. 
Paper, 75¢. 

Industrial Peace in Our Time. By Hubert Somervell with an Introduction by Elton Mayo. 
New York: Macmillan Co., 1950. Pp. 224. $2.50. 

Industrial Organization and Management. By Lawrence L. Bethel and others. 2nd ed. 
New York: McGraw-Hill Book Co., 1950. Pp. x, 851. $5.50. 

Social Aspects of Enterprise in the Large Corporation. By George B. Hurff. Philadelphia: 
University of Pennsylvania Press, 1950. Pp. 137. $2.00. 

The Monetary and Banking System. By George Walter Woodworth. New York: McGraw- 
Hill Book Co., 1950. Pp. xvi, 588. $5.00. 

Essentials of Cost Accounting. By John G. Blocker. 2nd ed. New York: McGraw-Hill 
Book Co., 1950. Pp. xi, 441. $4.50. 

Introduction to Labor Economics. By Orme W. Phelps. New York: McGraw-Hill Book 
Co., 1950. Pp. xvii, 554. $4.50. 

An Outline of Advertising: Its Philosophy, Science, Art, and Strategy. By George Burton 
Hotchkiss. 3rd ed. New York: Macmillan Co., 1950. Pp. xxvi, 605. $5.00. 

Financing Florida Municipalities in 1948. By C. H. Donovan and Wylie Kilpatrick. 
Gainesville: Public Administration Clearing Service of the University of Florida, 1950. 
Pp. 103. 

Air Transportation: Traffic and Management. By Thomas Wolfe. New York: McGraw- 
Hill Book Co., 1950. Pp. xvi, 725. $6.00. 

Wartime Economic Stabilization and the Efficiency of Government Procurement: A Critical 
Analysis of Certain Experience of the United States in World War II. By Thomas Blan- 
chard Worsley. Washington: U. 8. Government Printing Office, 1949. Pp. viii, 422. 

Trade and Agriculture: A Study of Inconsistent Policies. By D. Gale Johnson. New York: 
John Wiley & Sons, 1950. Pp. vii, 198. $2.50. 

Acceptance Sampling: A Series of Papers and Discussion on the Subject of Acceptance Sam- 
pling Delivered at the 105th Annual Meeting of the American Statistical Association at 
Cleveland, Ohio, on January 27, 1946. Washington: American Statistical Association, 
1950. Pp. iv, 155. 

Corporate Concentration and Public Policy. By Harry L. Purdy and others. 2nd ed. New 
York: Prentice-Hall, 1950. Pp. xv, 727. $5.00. 

Some Theory of Sampling. By William Edwards Deming. New York: John Wiley & Sons, 
1950. Pp. xvii, 602. $9.00. 

Wills, Executors, and Trustees: A Practical Work on the Law, Administration, and Account- 
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ing of Estates and Trusts. By William J. Grange and others. rev. ed. New York: Ronald 
Press Co., 1950. Pp. xii, 546. $6.00. 

Urban Mortgage Lending by Life Insurance Companies. By R. J. Saulnier. New York: 
National Bureau of Economic Research, 1950. Pp. xxi, 180. $2.50. 

The Schumpeterian System. By Richard V. Clemence and Francis 8. Doody. Cambridge: 
Addison-Wesley Press, 1950. Pp. 117. $2.50. 

Economics and Public Utilities. By Eli Winston Clemens. New York: Appleton-Century- 
Crofts, 1950. Pp. xii, 765. $5.75. 

Airport Planning: Effective Community Air Traffic Potential. By U. S. Department of 
Commerce, Civil Aeronautics Administration. Washington: U. S. Government Print- 
ing Office, 1950. Pp. 35. 

Economic Survey of Denmark: National Budget for 1950. Copenhagen: Danish Ministry 
for Foreign Affairs, 1950. Pp. 94. 

A Financial History of Tennessee Sunce 1870. By James E. Thorogood. Nashville: Com- 
missioner of Finance and Taxation, State of Tennessee, War Memorial Building, 1950. 
Pp. x, 245. 
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Charts the operations y COLLEGE TEXTS 


of the U. S. economy on an elementary level— 
ELEMENTARY ECONOMICS 


By J. A. Nordin, Iowa State College and Virgil Salera, San Jose State College 


A study of the functions of the U. 8. economy and an interpretation of public policy within 
this economy are integrated in this new book for the beginning economics student. Designed 
to give the student a basic working knowledge of economics so that he may understand 
the operation of the democracy in which he lives, Elementary Economics is above all realistic 
and understandable. At all times economic principles are presented clearly and simply for 
permanent comprehension of the subject. 


Features and objectives: 


¢ Defines and spells out the problems of public policy in economics. 

Helps the student visualize the essential decision-making policies in our economy. 
Gives valuable preparation in economics for beginning students. 

Applies economic fundamentals to a large number of problem situations. 

Helps prepare the student for effective citizenship in a democracy by giving him a 
basic understanding of economics. 


Published 1950 844 pages 6” x 9” 


INTERMEDIATE ECONOMIC THEORY 


By Stephen Enke, University of California (Los Angeles) 


An up-to-date text on economic theory with a more rigorous treatment and with less space 
devoted to description than other books. It presents an improved synthesis of existing ma- 
terials and includes information on national income accounting, Keynesian unemployment 
theory, and economic problems of socialism. 


Important Features: 


¢ Timely—economic problems of a planned economy, such as the Soviet state are dis- 
cussed. 


¢ Tested—the snl has been taught and reworked through seven years @ classroom 
experience. 


* Questions and Problems for each chapter. Also charts, graphs, tables, bibliographies, 
appendices, etc. 


Published 1950 588 pages 6” x 9” 


Send for your copies today! 


PRENTICE-HALL, INC. 70 FIFTH AVENUE 


NEW YORK 11, N.Y. 


When you write to our advertisers, please mention The Southern Economic Journal 


SLAVERY 
ALABAMA 


By James Benson Sellers 


A carefully documented, well-written his- 
tory of slavery in Alabama, based on orig- 


inal research in plantation records, peri- 


odicals, state statutes, private records, 


letters, and city and county records. Social 


and economic aspects of the institution 
are treated at length. 


| 426 pages . . illustrated . . $4.00 
| 


UNIVERSITY OF ALABAMA PRESS 


Drawer 2877, University, Alabama 


When you write to our advertisers, please mention The Southern Economic Journal 
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MeGRAW-HILL Books 


THE CONSUMER AND THE ECONOMIC ORDER 


By Warren C. Warrs, University of Minnesota, and Rautpu Cassapy, 

Jr., University of California, Los Angeles. Second edition. 440 pages, $4.50 
This is a rigorous text for college students, designed to reflect the changes in 
the position of the consumer in our economy of the past few years. The new 
second edition includes the latest information on income and expenditures as 
well as new laws and decisions affecting consumption. Emphasis has been placed 
on the importance of effective competition as a consumer-protective device. 


SALESMANSHIP. Practices and Problems. 


‘ New 2d Edition 
By B. R. Canrrextp, Babson Institute. 563 pages, $4.25 

An extensive revision and complete modernization of a text which was widely 
adopted in its first edition. Much new material has been added as the result 
of field research, particularly in the area of the customer, and illustrative ma- 
terials have been brought up to date with new illustrations from the training 
programs of successful sales organizations incorporated to give the text a 
more practical approach and realistic treatment. 


MAKING CAPITALISM WORK. A Program For 


Preserving Freedom and Stabilizing Prosperity 
Edited by Dexter M. Kenzer anv AssociaTEs. 316 pages, $3.50 
Presents a clear-cut answer to current attacks on the American economic way 
of life, analyzes the factors which make up our present economy, and points 
out the steps necessary to guarantee a prosperous future. The authors explain 
basic problems simply and directly and offer specific suggestions for protecting 
worth-while features and for the reorganization of less desirable elements. 


REAL ESTATE PRINCIPLES. Second Edition 


By Henry E. Hoaauanp, The Ohio State University. 812 pages, $5.00 
This outstanding text provides a realistic approach to the subject and gives 
the student a sound, factual basis for a comprehensive understanding of un- 
derlying principles. The second edition includes new material on housing policy, 
rent control, government agencies, and related topics. Bibliographies, questions, 
and problems are included to supplement the text. 


INTRODUCTION TO INVESTMENTS 
By Joun C. Cienpentn, University of California, Los Angeles. 604 pages, 
$4.75 
Presents a short and comprehensive study aimed at the development of per- 
sonal and family investment programs with emphasis on such practical aspects 
as market values and tax matters. Approximately 20 mimeographed problems, 
covering most of the chapters are available to adopting instructors. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, Ine. 
330 West 42nd Street New York 18, N.Y. 


When you write to our advertisers, please mention The Southern Economic Journal 


JOHN WILEY & SONS, INC. 


for Economists, Statisticians, Mathematicians 


ECONOMIC FLUCTUATIONS IN THE UNITED STATES 


1921-1941 


By Lawrence R. Krzr, National Bureau of Economic Research. This book treats the construc- 
tion of econometric models of the entire U. S. economy, for forecasting trends in employ- 
ment, wages, output, etc. Better data and improved techniques enable the author to extend 
and improve the work done by Tinbergen before World War II. Cowles Commission Mono- 
gaph No. 11. 2950. 174 pages. $4.00 


STATISTICAL INFERENCE IN DYNAMIC ECONOMIC MODELS 


Edited by Tyattinc C. Koopmans, The Cowles Commission. This pioneering work formulates 
and develops methods of statistical inference needed to measure relationships describing 
economic vehavior. The new and original contributions have been thoroughly organized 
and coordinated to present ‘an introduction into the main problems of mathematical statistics 
when applied to econometric work.’* Cowles Commission Monograph No. 10. June r9s0. 
438 pages. $6.00. 


INVESTMENTS 
Second Edition 


By Gzorcz W. Dowrr, Stanford University and Douctas R. The Northern Trust Com- 
pany, Chicago. Investments gives a clear presentation of the fundamentals of investment and 
presents typical analyses in each of the important groups of securities. The second edition 
contains two new chapters—Relation of Taxation to Investment Policy and Selection of Preferred 
Stocks. 1950. 611 pages. $5.00. 


EXPERIMENTAL DESIGNS 


By Witxiam G. Cocuran, The Johns Hopkins University and Gertrupe M. Cox, University of North 
Carolina. Presents a full account of experimental design: the ways to plan and conduct com- 
parative experiments so that they will provide specific answers to the questions under in- 
vestigation. A book in the A Wizey Pustication Sratisrics, Walter A. Shewhart, 
Editor. roso. 454 pages. $5.75. 


Just Published 


A RECONSTRUCTION OF ECONOMICS 


By Kennerta E. Boutpina, University of Michigan. 1950. 311 pages. $4.50. 


Copies obtainable on approval 


When you write to our advertisers, please mention The Southern Economic Journal 


440 Fourth Avenue, New York 16, N.Y. 


New WILEY Books 
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GEOGRAPHY 


IN THE 
20th CENTURY 


edited by GRIFFITH TAYLOR 
University of Toronto 


This volume of over 600 pages is the work of twenty authors, each of whom is a specialist 
in the section with which he deals. Its aim is to study the growth, fields, techniques, 
aims and trends of geography. Characteristics of its evolution since 1900 are stressed. 


FROM THE CONTENTS— 


Part I-EVOLUTION OF GEOGRAPHY AND ITS PHILOSOPHICAL BASIS 
THE FRENCH SCHOOL OF GEOGRAPHY, Harrison Caurca 
THE GERMAN SCHOOL OF GEOGRAPHY, S. van VaLKensurc 
THE WEST SLAV GEOGRAPHIES, J. Krat anv J. Konpracxt 
ENVIRONMENTALISM AND POSSIBILISM, G. Taraam 


Part II—_THE ENVIRONMENT AS A FACTOR 
THE PROGRESS OF GEOMORPHOLOGY, S. W. Wootprince 
GEOGRAPHICAL ASPECTS OF METEOROLOGY, F. K. Hare 
CLIMATIC INFLUENCES, Srepnen VisHer 
SOILS AND THEIR GEOGRAPHICAL SIGNIFICANCE, D. F. Putnam 
SETTLEMENT BY THE MODERN PIONEER, Isatan BowMaN 
GEOGRAPHY AND ARCTIC LANDS, A. L. Wasnsurn 
EXPLORATION OF ANTARCTICA, Grirrita Taytor 
GEOGRAPHY AND THE TROPICS, Kart Perzer 
GEOGRAPHY AND REGIONALISM, E. W. Gitssrt 
LAND USE SURVEYS WITH SPECIAL REFERENCE TO BRITAIN, Duo rey Sramp 


Part III—SPECIAL FIELDS OF GEOGRAPHY 
GEOGRAPHY IS A PRACTICAL SUBJECT, D. F. Purnam 
GEOGRAPHY AND EMPIRE, Cartes Fawcerr 
RACIAL GEOGRAPHY, Gaurritn Taytor 
THE SOCIOLOGICAL ASPECTS OF GEOGRAPHY, J. W. Watson 
URBAN GEOGRAPHY, Grirritn Taytor 
GEOGRAPHY AND AVIATION, Extsworta HuntincTon 
THE FIELD OF THE GEOGRAPHICAL SOCIETY, J. K. Wricur ; 
GEOGRAPHY IN PRACTICE IN THE FEDERAL GOVERNMENT, WASHINGTON, 
Joun K. Rosg 
GEOPOLITICS AND GEOPACIFICS, Grirrirx Taytor 
A CONCISE GLOSSARY OF GEOGRAPHICAL TERMS, Grirrira Taytor 


56 charts, maps and illustrations with a glossary of geographical terms. $8.75 
Used as Text in Leading Universities 
PHILOSOPHICAL LIBRARY 
Publishers 
15 East 40th Street Desk 357 New York 16, N.Y. 
Expedite shipment by prepayment 
Special student bulk rate on 10 or more 


When you write to our advertisers, please mention The Southern Economic Journal 


Basic Economics 


A Macro- & Micro-Analysis 
By GEORGE HEBERTON EVANS, JR. The Johns Hopkins University 


“I am very favorably impressed by its fresh and extremely teachable approach. 
Though it is condensed enough to force the student to think for himself, the places of 
detailed discussion are extremely well selected and equally well presented.” 

—FREDERICK G. REUSS, Goucher College 
440 pages, 70 tables, 60 charts; $3.50 text 


The New Economics 


Edited with Introductions by SEYMOUR E. HARRIS, Harvard University 


“The New Economics is a very important book. Its presentation of critical appraisals 
of various aspects of Keynes’ economic doctrines by twenty-five able economists 
makes it indispensable to any student of Keynes. I have found it especially valuable 
as a text in a class of second-year students.” 

—H. GORDON HAYES, The Ohio State University 
717 pages; $4.50 text 


Federal Reserve Policy—Making 


By G. L. BACH, The Carnegie Institute of Technology 


“J want to assure you that I think the book is excellent and that it supplies a real 
need for courses in money and banking. Bach has done a fine service in writing this book. 
—LESTER V. CHANDLER, Amherst College 

320 pages; $2.25 text 


Competition Among the Few 


Oligopoly and Similar Market Structures 
By WILLIAM FELLNER, University of California 


“Tt is certainly one of the most important contributions to economic theory that 
has appeared in the last few years.” 

—GOTTFRIED HABERLER, Harvard University 

341 pages, 19 charts; $4.25 text 


Examination copies on request 


ALFRED A. KNOPF, Inc. 501 MADISON AVENUE NEW YORK 22 


When you write to our advertisers, please mention The Southern Economic Journal 
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Check these BLAKISTON Texts for 


Classroom and Reference Use 


Countless professors and students have found the material they need—the basic 
facts presented coherently and accurately— in Blakiston economic texts. 


Economics of Labor and 
Industrial Relations 


by Gorpon F. BLoom and HERBERT R. NoRTHRUP 
has been labeled as a clearly written, well-docu- 
mented and comprehensive discussion of the entire 
labor movement, past and present. The first book 
to integrate economic theory, especially business 
cycle analysis, with labor problems, it is written for 
both beginning and advanced students in a one- or 
two-semester course. The first three parts are 
written for the labor student who has had little 
economic theory; the last three for those in special- 
ized advanced courses. The complete text is suitable 
for a one year’s course with enough material in- 
cluded so that the professor can exercise selectivity. 


749 Pages—$5.00 


Public Finance and 
National Income 


by Harotp M. Somers is an interesting and well- 
balanced discussion of the major developments in 
government policy, economic theory, and business 
cycle analysis of the last 20 years. It achieves an 
excellent balance between old and new theories of 
public finance and between principles and practice. 
The inclusion of a wealth of material—the role of 
government finance in the’ economy, expenditures, 
taxation, borrowing, state and local finance, and 
fiscal policy—gives the reader an adequate perspec- 
tive of the subject. 


540 Pages—$5.00 


Current Economic 
Problems 


by Henry is the first book using 
the national income approach. For use with any 
principles text, it analyzes current economic prob- 
lems under the headings of progress, security, free- 
dom and peace. Material dealing with the problems 
confronting the individual—insurance, investment, 
housing—the prospects of agriculture, and special 
problems of the South and of the West are included. 
In addition to emphasis on current aspects of our 
economic system, the author presents the under- 
lying theories involved and frequently gives a brief 
historical background of the problems under dis- 
cussion. 


726 Pages—$5.00 


Readings 
in the Social Control 
of Industry 


is Volume I of the American Economic Association’s 
series of republished articles. It presents an excel- 
lent analysis of competitive industry for students 
and economists. Essays dealing with anti-trust laws, 
monopoly, unfair competition, business and the law 
and control of big business gives a yell sounded 
view of the subject. 


494 Pages—$4.25 


Send For Your Examination{Copy Today! 


THE BLAKISTON 


COMPANY 


1012 Walnut Street Philadelphia 5, Pa. 
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The Economics of 
Pulp and Paper 


By JOHN A. GUTHRIE 


This new study examines every important phase of the economics of pulp and paper. Within a well- 
constructed framework of the significant locational factors, the book traces the development of the 
industry to its present structure and setting. Many problems and impending developments in inter- 
national trade, marketing, transportation, price policy, and labor relations are dealt with in a thor- 
ough and objective manner. Trends in consumption and production are analyzed in detail and pre- 
dictions are made of the future consumption of all important grades of pape:. 

This work contains the most comprehensive treatment of regional differences in costs of producing 
pulp and paper yet published. Most of these costs comparisons are based on confidential data. At- 
tention is devoted to the cost and profit outlook for the industry. In addition, the author considers 
several problems of particular interest to the economic theorist, and makes an objective appraisal 
of such controversia} subjects as the tariff, attempts at price restrictions, and the recent basing point 
decisions. 


205 Pages 6x9 41 Tables 18 Charts $2.50 


Tax Structure of 
The State of Washington 


By MAURICE W. LEE 


This authoritative and timely study offers a clear and comprehensive discussion of one of the most 
urgent problems confronting state governments. Although focused principally upon the tax structure 
of the state of Washington, it may well become the model for similar studies in other states. 

The purpose of the work is not to advocate any particular tax program, but rather to appraise 
the important issues involved. Using many comparisons with other states, the author considers such 
subjects as: the income tax and the legal problems connected with its use; the regressive nature of 
the retail sales tax; excise taxes; and the property tax, including an examination of the wide variations 
resulting from differences in assessed valuation ratios. 

An indispensable source book of information for all those interested in state tax structures. 


142 Pages 6x9 37 Tables 8 Charts Cloth edition $2.50 
Paper edition .50 


THE STATE COLLEGE OF WASHINGTON 


School of Economics and Business 
Bureau of Economic and Business Research 
Pullman, Washington 
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NEW TEXTBOOKS 


Timely, Challenging, Interesting, Teachable 


Pusiic FINANCE 


By Bennett and Lippincott 


In PUBLIC FINANCE by Bennett and Lippincott we present a fresh, teachable, 
and authoritative treatise on public finance that gives well-balanced attention to the 
economic aspects as well as to the strictly financial aspects. Out of the rich back- 
ground of experience of these two authors has come this book which has been care- 
fully developed over a period of years and tested, over and over, in the classroom 
and in seminar groups. 


The authors have given well-balanced attention to the entire subject of public finance 
and taxation without too much emphasis on any particular phase. The historical 
and technical phases are emphasized along with the institutional phases. Technical 
discussions are simplified as much as possible. 


GOVERNMENT REGULATION 
Or BUSINESS 


By Anderson 


Above all else that may be said about this book, it is truly a textbook written for 
college students in a language that is simple and void of bewildering technical terms. 
It is written in a vibrant, direct style that carries keen interest at a high pitch. Its 
true test as a textbook is in its fascinating appeal and its readability. It is exception- 
ally well organized; it moves swiftly and clearly to the point. The student is pre- 
sented with a picture of government regulations and legal interpretations as growing 
and changing influences rather than static and fixed influences. Emphasis is placed 
on the problems of the administration of business under laws and regulations. It is 
up to date, timely, and lasting, including the latest supreme court decisions and 
emphasis on the changes in the philosophy of law and government of the last twenty 
years. 


SOUTH-WESTERN PUBLISHING CO. 


Specialists ie Business and Economic Education 


CINCINNATI 2- MEW ROCHELLE, SAN FRANCISCO S-OALLAS 


When you write to our advertisers, please mention The Southern Economic Journal 


Macmillan Texts for Fall 


Tue INTERNATIONAL Economy 


By P. T. Ellsworth 


A successor to INTERNATIONAL ECONOMICS this book 
combines the presentation of the basic economic principles ap- 
plicable to international economic problems with a historical 
survey of the changing structure of international economic rela- 
tions. Attention is fairly evenly divided between history, analy- 
sis, and the application of analysis to concrete problems. 
Published in August, $5.50 


SoctAL Economy AND THE Price System 


THE 


By Raymond T. Bye 


After setting forth the basic criteria of economic welfare to 
which an economic society should conform, the book analyzes 
the possibilities and limitations of the price system as a mecha- 
nism for guiding the economy toward the attainment of those 
standards, either in an unplanned or planned economy. 
Published in October 


Structure on American Inpustry 


Edited by Walter Adams 


This important new work consists of a series of industry case 
studies plus an overall chapter on public policy in a free enter- 
prise economy. Each case study has been prepared by a specialist 
in the field and each is cast into the same organizational frame- 
work—history of the industry, analysis of its market structure 
and price policy, and public policy. 

$4.75 


The Macmillan Company 


60 Fifth Avenue, New York 11 
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HAROLD M. GROVES, University of Wisconsin 


FINANCING GOVERNMENT 

Third Edition 
Teachers have commended the revised edition of this leading text for its 
greater emphasis on fiscal policy and economic theory and its thorough 
coverage of all the policy aspects of public finance. Stress is placed on princi- 
ples, and the approach is analytical rather than descriptive. Professor Groves 
reflects in his revision the sharp trend towards emphasizing the economic 
effects of financial policies. 1950 645 pages $4.50 


“Professor Groves has made some genuine improvements upon what was 
already a superior text. With respect to the practical workings of the various 
taxes, it is perhaps the best text available. It is much improved as to treat- 
ment of fiscal policy.”—Troy J. Cautry, Indiana University 


HAROLD M. GROVES, Editor 


VIEWPOINTS ON PUBLIC FINANCE 


A stimulating collection of 127 readings in public finance, notable for its 
breadth of view and the high caliber of the authors represented. The selections 
are taken from a wide variety of sources, present conflicting points of view 
on controversial subjects, and are skillfully integrated by the editor’s intro- 
ductions. 1947 $4.26 


MARSHALL E. DIMOCK 


BUSINESS AND GOVERNMENT. 


In this objective analysis of government regulation of business and of the 
role of government in present-day American economy, the author focuses 
attention on current major issues of national interest and public policy. 
Equal emphasis is given to formulation of policy and administration. 

1949 84Opages $4.90 
“Professor Dimock’s analysis has been pursued with great skill, clarity of 
presentation, and healthy balance. It deserves, and should have, wide use as 
a text in courses devoted to business and government. Those who read and 


study it will be well rewarded.”—Grorae A. Sretner, University of Illinois, 
in The American Economic Review 


257 Fourth Avenue 


HENRY HOLT AND COMPANY New York 10, N. Y. 
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Just Published! 


Economic and Industrial Geography 


By A. M. Nielsen, New York University. 


A comprehensive treatment that reveals the significance behind the facts of man’s 
relation to his environment. It discusses the ultimate uses of land as basic to a sound 
world economy. )atural resources and their utilization are treated as integral with the 
environment. It stresses the dynamic aspects of the modern world of power, production, 
commerce and diversified cultures. A wealth of charts, diagrams, and photographs supply 
new and exceptional illustrative material. There are many student and teacher aids, re- 


view questions, home study and class-discussion problems. A useful workbook is avail- 
able from the author. 728 pages, $6.75. 


“... a text of unique appeal.” 


Public Finance and Fiscal Policy 


An Analysis of Government Spending, Revenue and Debt 


By Richard W. Lindholm, Michigan State College. 


This book, which Professor A. W. Sametz of Princeton University calls ‘‘a text of 
unique appeal’’, is a significant treatment of broad economic goals, policies, and adminis- 
tration. Among many outstanding features are its treatment of 
x*Vital current problems 
*Expenditure principles 
xTaxes and taxation principles 
xImpact of the federal debt 
xHoover Commission recommendations 
*Marshall Plan and Point Four expenditures 
xWelfare and Agriculture expenditures 
*Economic considerations in granting subsidies 
782 pages, $5.50 


Useful addition to a notable text... 


Teacher Manual for 


Principles of Retailing 


By Fred M. Jones, University of Illinois. 


This valuable aid to the teacher greatly enhances the usefulness of the text. It in- 


cludes chapter outlines, answers to problems, multiple-choice questions, bibliographies, 
and teaching suggestions. 


The text itself (651 pages, $5.00) has an impressive list of adoptions. It treats fully the 
problems of small stores as well as large department stores. 


Send for examination copies 


r ITMAN PUBLISHING CORPORATION NEW YORK 19 
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20th Century Economic Thought 


Edited by GLENN E. HOOVER, Mills College 
with the collaboration of nineteen eminent scho 
: 
fa THIS stimulating book, twenty of the most perplexing economic problems of our time are 
analyzed by professional economists. 

“‘A succession of economists has taken up questions of the day—wages, prices, social security, inter- 
national economic policy, agricultural policy, monetary organization—in an attempt to explore the 
economic issues raised by these very practical questions. THIS IS A USEFUL SERVICE WHICH 
SHOULD GIVE WIDE CIRCULATION TO THE BOOK.”—Dr. John B. Condliffe, Professor of 
Economics, University of California. 

“In the modern spirit . . . current thinking on the basic problems of our times.” —New York Times 
“Strongly recommended for all public and educational libraries.”—H. H. Bernt, Assoc. Prof. Eco- 
nomics and Government, Elmira College 


PARTIAL CONTENTS 


ECONOMIC IMPERIALISM—ThomasP. Brockway, INTERNATIONAL INOMIC POLICIES— 
Bennington College Glenn E. Hoover, Mills College 

STICE AND SENSE IN TAXATION—Harry Gun- WAYS TO INDUSTRIAL PEACE—Wm. S. Hop- 
= Brown, U. of Missouri kins, U. of Washington ~& 
PROBLEM OF THE FLUCTUATING DOLLAR= DETERMINATION OF JUST WAGES—Frank H. 
James H. Gilbert, U. of Oregon, (Retired) Knight, University of Chicago 
KEYNESISM AND PUBLIC POLICIES—H. Gordon THE DIRECT CONTROL OF PRICES—Elmer J. 
Hayes, Obio State University Working, University of Illinois 


—and many other stimulating subjects 
SPECIAL STUDENTS’ EDITION (for bulk classroom sales only) $6.00 


PHILOSOPHICAL LIBRARY, Publishers 


15 East 40th Street, Desk 357 New York 16, N. Y. 
(Expedite shipment by prepayment) 


REGULAR EDITION $12.00 


THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by EARL J. HAMILTON 
in Cooperation with the Other Members of the 
Department of Economics of the University of Chicago 
The October, 950, and later issues will contain: 
The Development of Utility Theory, II George J. Stigler 
Commodity and Income Taxation in the Soviet Union... Franklyn D. Holzman 
Economic and Social Policy in Democratic Society Frank H. Knight 


The Theory of Employment and Stabilization Policy.......... O. H. Brownlee 
A Method of Drawing Marginal Curves Lionel W. McKenzie 
Ability, Income, and Size of Family 


Dean A. Worcester, Jr., and Robert J. Lampman 
Book Reviews and Books Received 


FOUNDED IN 1892. Published bi-monthly: February, April, June, 
August, October, mber. Subscription rate $6.00 per volume. Sin- 
gle copy $1.50. Special rates: $5.00 per volume for faculty members 
teaching business or economics. $3.00 per volume for graduate stu- 
dents in business or economics. Chandlen postage 20 cents. Foreign 
postage, 50 cents 


The University of Chicago Press * 5750 Ellis Ave., Chicago 37, Ill. 


When you write to our advertisers, please mention The Southern Economic Journal 


American Economic Review 


VOLUME XL 


SEPTEMBER, 1950 
Contents 


The Problem of Economic Instability, A Committee Report 
The Supply Function for Agricultural Products..............-. D. G. Johnson 
Consumption’and Investment Propensities 
Ta-Chung Liu and Ching-Gwan Chang 
Federalism and Fiscal Equity...............0.sseeeeeeeees J.M. Buchanan 


Reviews of Books, Titles of New Books, Periodicals, Notes 


The AMERICAN ECONOMIC REVIEW, a a, is the offical publication of the 
American Economic Association and is sent to all members. The annual dues are $6.00. Ad- 
dress editorial communications to Dr. Paul T. Homan, Editor, American Economic Review, 
University of California, 405 Hilgard Avenue, Los Angeles 24, California; for information 
concerning other publications and activities of the Association, communicate with the Sec- 
retary-Treasurer, Dr. James Washington Bell, American Economic Association, Northwestern 
University, Evanston, Illinois. Send for information booklet. 


Wanted... 


BACK COPIES OF THE 
SOUTHERN ECONOMIC JOURNAL 


There are frequent calls for complete sets of this JOURNAL, generally 
from libraries. Several of the back issues are out of stock. Anyone able to 
contribute, to sell, or to induce others to sell, any or all of the following 
issues will be rendering a real service. We will pay $1.00 per copy for any 
of the following issues in reasonable condition. 


October 1933, April, July and October 1936, January and July 1937, 
July 1939, October 1940, January 1945, January 1947, July and October 
1949. 


The Southern Economic Journal 
Box 1289, Chapel Hill, N. C. 


When you write to our advertisers, please mention The Southern Economic Journal 
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SOUTHERN ECONOMIC ASSOCIATION 


Orricers OF THE ASSOCIATION 
President 
David McCord Wright, University of Virginia 
Vice Presidents 


James E. Ward, George Peabody College for Teachers 
M. K. Horne, Jr., University of Mississippi 


Secretary-Treasurer 
J. B. McFerrin, University of Florida 


Editors of Publications 


T. C. Bigham, University of Florida 
| L. K. Brandt, University of Mississippi 
G. W. Stocking, Vanderbilt University 


EXECUTIVE COMMITTEE 


OFFICERS OF THE ASSOCIATION 


and 
George H. Aull, Clemson College 


G. T. Schwenning, University of North Carolina 
Joseph J. Spengler, Duke University 


| Membership dues in the Association are: annual $4.00, 
| sustaining $5.00, contributing $10.00, life $60.00, institutional 
$10.00, student $2.00. Membership fees include payment for a 
year’s subscription to The Southern Economic Journal. 


Applications for membership should be addressed to 
J. B. McFerrin, University of Florida, Gainesville, Florida. 


The Irwin Series in Economics 


MONEY, INCOME, AND MONETARY POLICY 
BY EDWARD S. SHAW, STANFORD UNIVERSITY 


‘‘Shaw’s book is probably the most comprehensive treatise in the field indicated by the title 
which can be found on the market.” “In my opinion this is an outstanding contribution to 
money and banking... .” The foregoing are just samples of a host of early comments about 
Money, Income, and Monetary Policy which definitively points to its favorable acceptance in 
the field. This is a challenging book in which the author clearly explains the design of the 
monetary system, discusses the links between money and income, and thoroughly explores in- 
ternational monetary relationships. 

678 pages College Price, $5.00 


INTERMEDIATE ECONOMIC ANALYSIS 


REVISED EDITION 
BY JOHN F. DUE, UNIVERSITY OF ILLINOIS 


Everyone who has examined the new Revised Edition of Due’s Intermediate Economic Analy- 
sis agrees that this edition is even more teachable than its popular predecessor. Largely re- 
organized, rewritten, and brought up-to-date, this book will meet the needsof all courses de- 
signed to give economics and commerce students a sound working knowledge of economic 
analysis. A rapidly growing adoption list includes such schools as Boston College, Chico State 
College, Ohio State University, Rutgers University, Texas Technological College and the uni- 
versities of Florida, Kentucky, Maryland, Oklahoma, Utah, Vermont and Virginia Polytech- 
nic Institute. 

582 pages College Price, $5.00 


COLLECTIVE BARGAINING: Principles and Cases 
BY JOHN T. DUNLOP, HARVARD UNIVERSITY 


The successful use of COLLECTIVE BARGAINING: Principles and Cases by more than 
100 colleges and universities throughout the country clearly indicates that it satisfies the 
demand for a thorough treatment of the “why” and the “how” of collective bargaining. This 
book not only gives the student an understanding of the principles of collective bargaining, 
but it also provides him with an opportunity to apply these principles to the solution of prac- 
tical and realistic case situations. Each case is preceded by a background study of the case 
and is followed by questions which are designed to facilitate the understanding and framing 
of principles. 

449 pages College Price, $4.00 


In Preparation 


VALUE AND DISTRIBUTION 
BY TIBOR SCITOVSKY, STANFORD UNIVERSITY 


ECONOMICS OF LABOR RELATIONS 


BY FREDERIC MEYERS, UNIVERSITY OF TEXAS 


RICHARD D. IRWIN, INC. 


3201 SOUTH MICHIGAN AVENUE, CHICAGO 16, ILLINOIS 


When you write to our advertisers, please mention The Southern Economic Journal 
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